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PREFACE 


“Give aman a fish and you feed him for a day. Teach a man to fish and you feed him for 
a lifetime.” 


- Chinese proverb 


It is true that the stock market is a place where fortunes can be made or lost. It is a vast 
field of opportunities waiting to be tapped by whoever is daring enough to risk what is his 
for what could be more. But boldness is not enough to beat the market. You must have 
the right set of tools that will help you profit, or survive the market at the very least. 


While I am glad that more and more Filipinos are starting to participate in the Financial 
Markets, I find it utterly disturbing that a huge part of market participants have little or no 
idea about what they’re doing. See, every now and then, I get a bunch of personal messages 
from people who are new to the stock market. Their questions range from what stocks 
would be best to trade or what is a good entry / exit point for a particular stock. But what 
bothers me the most is the frequency of this question: “how to get out of a horribly bleeding 
stock or portfolio?” This is their hard-earned or sometimes borrowed money that’s on the 
table. So where or how exactly do you respond to that? 


I was once a newbie, too. But during that time, you can only rely on your broker for 
information. There was nothing much in the internet. There were no forums or online 
communities to relate with. There were foreign books but the learning was uphill because 
you had to apply what you learned into the Philippine context. The bottom line is, I know 
how it feels to be clueless and desperate to grasp anything that gives you a hint on how to 
tread fairly in the market. So whenever I can, I provide technical advice to people who 
ask. However, I feel that nurturing a culture of dependency is a disservice to the thousands 
of men and women who aspire the aspiration we all share in common - financial freedom. 


Hence, this book was conceived. 


The ultimate goal of this book is to give you what I call a “Technician’s eye”. The chart 
is an encrypted map. And by acquiring the Technician’s eye, you'll be able to see patterns 
which are invisible to the average trader. With it, you’ll be able to recognize profitable 
set-ups at a glance. With enough time, you’ll be able to connect the dots and completely 
understand how money moves. The sooner you decipher the code of the chart, the sooner 
you can direct the flow of money to your account. As they say, anyone can get hold of a 
treasure map but only the few who understand how to use it will get to the treasure chest. 


I wrote this book to teach people the proper way of trading in the stock market. By proper, 
I mean profitable, disciplined, theory-backed and experience-proven technical trading. It 


has worked for me and I know that it will work for you too. As you read the book, you 
may be surprised to find out that I’m not introducing new state-of-the-art technical 
indicators or new and complex chart patterns. Instead, I have broken down existing popular 
patterns into basic set-ups which are the ones that really make money. That is why even if 
this book was written in consideration to the Philippine setting, all the knowledge you 
derive from it may be easily applied to foreign markets. So forget about your fear of 
complex technical analysis and we’ll start trading the basics. 


The Trading Code is intentionally designed to influence habits and thinking patterns so the 
reader can become more discriminating in taking trades, more patient in waiting for high- 
probability set-ups, and more conscientious in evaluating risk over profit. Ironic as it may 
sound, but this book doesn’t teach “textbook” Technical analysis. There is a difference 
between Technical Analysis that makes money and Technical Analysis that makes you a 
walking glossary of technical terms. 


Most importantly, this book is not about which fish to catch. It is a book on how to fish 
and how to fish well, for that matter. 


INTRODUCTION 


Technical Analysis 


Technical Analysis (TA) is a study of Mass Psychology (Elder, 1993). What we do in TA is 
that we try to look for patterns in human behavior in an environment where financial 
instruments like stocks, bonds, commodities, etc., are freely traded, and use these patterns 
for determining possible course of price action. 


Technical Analysis was built on the premise that crowds tend to react in a similar fashion. 
Though not exactly the same, rather, in a manner wherein a correlation can be made to 
predict future movement based on previous trends. 


The primary tool in TA is the chart. The data that you see in the chart are real-life decisions 
that traders and investors make. Their opinion and conviction of the market is another 
thing though. An investor may proclaim that he “thinks” that the market is going to crash, 
but as long as he doesn’t put his money where his mouth is, and press that sell button, his 
“proclamations” make no sense in history. The moment you press that buy or sell button, 
you make an educated decision to put your money at risk, and that creates a mark in the 
charts. 


All the bearish and bullish ideas in the world do not make the chart move even a tick. Even 
the million bids and asks on the board don’t make the chart move. For instance, the 5 
million shares at the bid at P5.03 are just people saying, “I hope I can buy at P5.03”, but 
haven’t yet. And that 3 million shares at the ask are traders saying, “I’m willing to sell at 
P5.04”, but haven’t yet. 


Only the unadulterated data regarding the actual exchange of buyers and sellers are 
reflected on the charts which makes the chart, the ultimate record of actual and real 
financial decisions of traders and investors. 


Fundamental Analysis (FA) gives us an idea of what the price “should” be - based on 
company earnings, future prospects, etc. But unless acted upon by the market participants, 
all these data remain to be just perceptions of price value. Technical Analysis, on the other 
hand, deals with the current and actual state of price as expressed by market participants. 


For me, FA gives “value” while TA provides “timing”. There is no point in comparing 
which is better between Fundamental and Technical analyses because they are two sides 
of the same coin and should therefore be used together to supplement the lack of the other. 


The beauty of Technical Analysis is that it applies to stocks, futures, options, currency 
exchange (forex), and all other financial instruments that makes use of charts to record 
transactions. TA applies to all stock markets, local (Philippine Stock Exchange) or foreign 
(NYSE, NASDAQ, Japan Stock Exchange, Euro Stock Exchange, etc.). Moreover, it 
applies to all trading time frames: long-term for investors, medium-term for swing and 
position traders, and even to very short-term time frames like seconds to minutes for 
scalpers or day traders. On the contrary, all other types of analysis (including FA) become 
inapplicable and hardly useful for very short time frames. 


This versatility and universality of Technical Analysis makes it one of the most powerful 
tools that you would want to understand and master. Regardless of the path you wish to 
specialize in, be it trading or investing, it is essential that you equip yourself with sufficient 
knowledge of TA before you start venturing in the financial markets. 


On PSEi 


The PSEi, also known as the Philippine Stock Exchange Composite Index is a collection 
of 30 major companies in the Philippines. It is the local equivalent of the Dow Jones 
Industrial Average (DJIA) in the U.S. which is composed of 30 large, U.S. based 
companies. It is said that the stocks that compose the PSEi, collectively known as “blue 
chips”, are enough to give us a picture of the overall landscape of our Financial Markets. 


If you want a more comprehensive view of the average of all the stocks traded in the PSE 
and not just the “big 30”, then you can shift to the PSE All Shares Index chart. 


The reason why we follow the PSEi is because it gives us an idea of the current overall 
sentiment in the Philippine Stock Market. And why is the overall market sentiment 
important you may ask? The PSEi serves as reference for managing our expectations for 
individual stocks. It is like your daily weather forecast - you would rarely expect cold 
winds when your prevailing climate is hot and humid. 


Case in point, day traders in the U.S. always keep the charts of Dow Jones Industrial 
Average, S&P 500, and Nasdaq at the edge of their screens so they have an idea of the 
overall market sentiment as they trade individual stocks intraday. They understand that the 
broad markets have a significant effect even to the shortest timeframes (seconds to minutes) 
that they trade. 


Of course there will be stocks that tend to be outliers and would not follow the overall 
market sentiment but generally speaking, stocks are often affected by the state of the PSEi. 
On a bullish PSEi, you should increase your expectations and set wider Stop Loss points 
and liberal Target Prices. On a bearish PSEi, you should set tighter Stop loss points and 
more conservative Target Prices. The keyword here is “Expectation”. The PSEi gives you 
an idea of what the battlefield looks like so you can adjust your expectations accordingly. 


On Investing 


There is a misconception that investors and traders are worlds apart and that investing and 
trading techniques are completely opposite. The truth is, investors are traders, but they 
are trading on higher time frames like months to years. On one hand, the reliability and 
application of fundamental analysis increases as the time frame increases. On the other 
hand, the ability of technical analysis to time entries and exits in investments has always 
been excellent in any given timeframe. 


Given that, The Trading Code serves as the investors’ ultimate guide to timing their 
investments. All the techniques discussed in this book are applicable on all time frames 
and will serve to enlighten investors on how chart patterns can improve their timing in 
investing in the stock market. 


On Trading 


The Trading Code is the complete arsenal for hard-core traders like day traders (those who 
don’t keep a position overnight), swing traders (those who ride momentum moves for 
several days), and position traders (those who go for the long haul from weeks to months). 


This book is holistic and selective at the same time. Holistic, in the sense that it contains 
basic and advanced trading techniques that are more than enough to build a profitable 
trading system; and selective, in the sense that it discusses only the trading and charting 
techniques that are significant to real-time trading. 


On Beating the Market 


It has been a popular goal for traders to “beat the market” but is that even possible? Beating 
the market means toppling the annual returns of PSEi which has an average of + 27.8% 
increase in the last 5 years (see table). 


2013 2012 2011 2010 2009 
+133 | +3293 +3762 [ + 63.00 


If you traded only once in the entire 2011 and you were able to make +5.0% out of it, then 
congratulations! You had just beaten the market. So yes, it is definitely possible to beat 
the market, but that’s not the point. Your goal as traders is to be consistently profitable in 
most, if not all of your trades. 






Instead of the market, what you should beat is your own monthly or annual target. I have 
known traders who stop trading completely as soon as they reach their monthly goal even 
if it’s just halfway through the month. Some professional traders don’t even trade much in 
December when they have already reached their profit target for the year by November. 


It takes a lot of self-control to stop trading when you reach your target especially when 
you’re winning. Seasoned traders know that without discipline, one cannot succeed. 
Setting a target and adhering to it — that is disciplined trading. So forget about beating the 
market or beating other traders’ portfolio. As soon as you realize that your trading is your 
own business and that it is only you who can navigate your portfolio into profits, that’s 
when you start making real gains. Otherwise, the market will just beat you up in the long 
run. 


How to Use The Trading Code 


The Trading Code chapters were carefully designed and organized in a way that will 
facilitate easy understanding of technical analysis even by beginning traders. As the 
chapters progress, more advanced trading techniques are introduced which would suit 
advanced and soon to be professional traders. 


The first part of the book is dedicated to basic technical analysis to pave the way to the 
advanced techniques in the latter parts of the book. Price, Volume, Moving Averages 
together with only the most important and relevant technical indicators are discussed in 
this part. An entire chapter is dedicated to Signs of Reversal because I consider it vital to 
trading. 


The second part of the book discusses the two core trading techniques of The Trading Code 
— trading Breakouts and trading Pullbacks - with charts and illustrations to clarify and 
identify the details in successfully executing these trades. You will learn the basic 
structures, criteria, set-ups, entries and exits, in these high-probability trades. Chart 
exercises are also provided to train your eyes in recognizing these patterns as they happen. 


The third part of the book contains advanced trading techniques which are applications of 
what you learned from the first two parts. This part introduces the SAR-SOR trading 
method which makes use of Support and Resistance (SAR) and Sign of Reversal (SOR) as 
the main criteria for timing trades. This is also the part where the popular patterns like 
Head & Shoulders, Cup with Handle, Double / Triple Tops and Bottoms, Triangles, etc, 
are decoded and examined in detail. Entry points, Exit points, Tradable points, Volume 
analysis, etc., are all illustrated and clarified in the discussions. 


The last part of the book involves an illustrated discussion on the important concepts of 
Stop Loss, Target Price and the use of Trailing Stops to protect your profits. And to 
complete your trading strategy, the final two chapters provide discussions on how to do 
simple Risk Management and how to come up with your own Trading System. 


DEFINITION OF TERMS 


The following words are commonly used in the stock market. Place a check on the terms 
that you already know and understand. 


C] Oversold — a term used to describe a stock which has been relentlessly sold down. An 
oversold stock is a good candidate for recovery. 


CL) Overbought — a term used to describe a stock which has been continuously bought up. 
An overbought stock may be pulled by gravity soon. 


(L) Divergence — a general term used to describe the relationship between two variables, 
usually price and a technical indicator, wherein one doesn’t agree with the other. 


CL) Crossover — a general term when the line of one indicator crosses with another. 


CL) Bull / Bullish — is a common term used to describe a stock, a pattern, or a market in 


general, that is characterized by upward movement. A bullish market is a happy green, 
market. 


(] Bear / Bearish — is the reverse of bull / bullish. It is characterized by downward 
movement. A bearish market is a sad, red market. 


CL) Support — is an area where price is expected to stop declining after a selloff. It is an 
area where buyers are waiting to buy. 


CL) Resistance — is an area where it becomes difficult for price to continue moving up. It 
is an area where selling is heavy. 


L] Breakout — a term used to describe price movement that got out of resistance after a 
long consolidation. (The entire chapter 13 is devoted to breakouts). 


CL] Pullback — a term used to describe a temporary decline in price after a previous upward 
move. 


LL} Going Long — is slang for buying with the goal of selling at a higher price. It is what 
all of us are doing in the PSE - buying and then selling higher. A long position is a 
winning position when price goes up. 


C) Short-Selling or selling short— is the reverse of “going long”. It involves a process of 


selling shares first (that a broker allows you to borrow) then buying it at a lower price. 
The price difference will be the profit. A short position wins when a stock’s price goes 
down and loses when it goes up. So far, short-selling is not yet allowed in the PSE. 


[J Rally — a continued, uninterrupted rise in price. 


CL] Paper Profit — it is the unrealized profit in your portfolio. When the price of the stock 


you bought went up but you haven’t sold yet, the potential gain when you eventually 
decide to sell is the paper profit. 


L) Paper Loss — it is the unrealized loss in your portfolio. When the price of the stock you 


bought goes down, you incur losses in your portfolio. But this loss becomes an actual 
monetary loss only after you decide to sell your position. 


L] Position trading — a trading strategy where one positions at the start of a trend and exits 


only if the trend has been completely consumed. Position traders usually hold a position 
from weeks to a few months. 


Swing trading — a trading strategy which involves getting in a trade as long as the 
momentum is there and getting out when the momentum fades. Swing traders usually 
hold a position from a few days to a few weeks. Swing traders are also called 
momentum traders. 


L] Day trading — a trading strategy which involves getting in and out of a trade in a matter 


of seconds to minutes. Day traders (sometimes called scalpers), do not hold a position 
overnight. They close all their trades within the day. 


L] Tick — or fluctuation, is the minimum increment (up or down) of price. One tick can 


be as low as | centavo for cheap stocks or as high as 2 Pesos or more for large capital 
stocks. 


CJ Oscillator — a general term for a technical indicator that goes up and down a defined 


O 


range (usually between 0 and 100). Popular oscillators are RSI and stochastics (STS) 


Correction — the term is usually applied to a decline of 10% or more in the overall 


market. This happens when a market becomes too expensive and overvalued. The term 
can also be loosely used to describe a similar decline on individual stocks. 


Gap — a break or an empty space between candlesticks on the chart. This is usually 
created when price leaps up or down sharply. Most gaps in charts are filled eventually. 


If you were able to check: 


0-5 


6-1 


11- 


You are probably just starting out and may not even have a trading account yet. 
Feel free to Google some of the terms that you don’t understand as you read the 
book. 


0 You already know the basics. This book will take you to a higher level. 


18 You had probably been trading for quite some time now and this book will sharpen 
your skills further. Maybe you just missed on some terms. 


19-20 You are an advanced trader who doesn’t need a glossary. This book will be an 


Pil 


easy read for you. 


be using a lot of these terms throughout the book so I’d like you to familiarize yourself 


with them before even opening the first few pages of Chapter 1. 
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CHAPTER { - PRICE 


Price is the most important element in a chart. It is impossible to trade without knowledge 
of price action. All other things that you see in your chart are of secondary importance. 
Price discounts everything. The past and the future are already factored in it. Price is the 
present. 


Below is a “virgin” chart. No volume, no moving averages, no technical indicators. Just 
pure, clean, price movement. Some technicians are so used to putting all sorts of lines and 
indicators in a chart that they sometimes miss on the most basic and most important 
component which Is price action. 





Figure 1-1. A price chart. 


Since price is the most important element in a chart, it should occupy ample space in your 
chart so you can see it clearly. Maintain, at most, 3 to 4 indicators at the bottom of the 
price chart. 
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Figure 1-2. How a chart should not look like. Too many technical indicators and too little space for 
price. You can’t even see price movement at all! 
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So before jumping into more complicated technical tools in this book, you must first learn 
to master price action. 


CANDLESTICKS 


Price in charts are most commonly represented by candlesticks. But before Steve Nison 
introduced the use of these Japanese candlesticks (concept originated from Japan) in 1991, 
traders had been using bar and line charts in plotting and observing price action. The 
candlesticks are so user-friendly that even old traders are shifting from bars to candles. 


It would be better to focus on the form of these candlesticks than to memorize their names. 


There is a story behind each candlestick form and you have to be able to interpret them 
correctly to have a foresight on what could happen next. 


Anatomy of Candlesticks 


Parts of a Candlestick 


A candlestick has only 2 parts: Tail (upper) 


(1) The Body which is the solid colored portion 
of the candle; and 

(2) The Tail (or wick) which are thin lines on the 
ends of the candle. 


Tail (lower) 





Figure 1-3. Parts of a Candlestick 


It is possible for a candlestick to have no tail or no body (doji) as you'll see in Figure 1-5. 
The color of the body determines if the stock has traded up (white) or down (black) for the 
day. If you have a colored chart, white would be green and black would be red. 


In a daily chart, a single candle summarizes an entire trading day and you have to pay 
attention to 4 important points in the candle: the open, high, low, and close (O,H,L,C). For 
the purpose of our discussion in this chapter, we will refer to a candlestick in the context 
of a daily chart. 


The High is the highest price of the day. It is usually 
represented by the upper tail of the candle. If 
there is no tail, then the topmost part of the 
body is the high. 

The Low is the lowest price of the day. It is the usually 
represented by the lower tail of the candle. If 
there is no tail, then the bottom part of the 
body is the /ow. 

The Open is the first price traded in the day. 


The Close is the last price traded in the day. It is the 
most important part of the candle and is the 
most important price of the day. 
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CANDLESTICKS 


Bullish Bearish 


High 








Figure 1-4. O,H,L.C. 


Stock Knowledge: A stock is valued not by its open, high, or low, but by its close. After market hours and 
until the next trading day, people talk about the closing price. The media reports stock prices based on the 
close. Traders, investors, and institutions, make overnight decisions based on the close. That's how 


important it is. 


The opening hour is also known as the “amateur hour” because novice traders tend to trade during the very 
volatile period right after the market opens at 9:30 AM. The closing hour is also known as the “professional 
hour” because professional traders and institutions decide at the close. 


The difference between the open and the close is called range and is represented by the 
body of the candle. A white candle (or green in colored charts) means that the stock opened 
at a lower price and closed at a higher price, which is bullish. A black candle (or red in 
colored charts) means that the stock opened at a higher price but was sold down at the 
close, which is bearish. If the stock closed at the same price that it opened, then the candle 


has no body (nor color), and is called a doji. 


How to Go About Some Basic Candlestick Formations 


I would like you to pay attention to the details of the basic candlestick formations. Take 
note of the color, the size of the body, the height of the candle, and the locations of the 


open, high, low, close. 


4|BASIC TECHNICAL ANALYSIS 


Some Basic Candlestick Formations 


iam Gee cae 


Solid Solid Long buying tail Long selling tail Doji 
(Most bullish). (Most bearish) (Bullish) (Bearish) (Indecisive) 





Figure 1-5. Basic Candlestick formations. 


|Candle_| Description __| Interpretation 


This is the most bullish candle. Price opened at the 
low but was bought up and closed at the high. The 
buying conviction is very strong. Demand is very 
strong. A bullish follow through may be expected on 
the next candle. 


























White 
Tall 

Solid body 
No tail 


This is the most bearish candle. The opening price 
was high but it was relentlessly sold down and closed 
to the /Jow. The selling conviction is very strong. A 
bearish follow through may be anticipated on the next 
candle. 


This is a very bullish candle. Price opened high but 
White the sellers tried to push it down within the day. They 
Tall did not succeed though because the buyers then 
Short body rushed in and closed the price near the high. 
Long tail Focus on the tail. We call it a “buying tail” because it 
shows you how the buyers supported the price at that 
area. The attempt to push the price down was rejected 























Black 
Tall 

Solid body 
No tail 


at the area of the tail. 
















This is a very bearish candle. Price opened low, tried 
to move up, but was pushed back down. At the end of 
the day, the sellers won leaving a long “selling tail”. 
The area of the tail is an area of resistance where 
supply (sellers) is heavier than demand (buyers). 







Black 
Tall 

Short body 
Long tail 





The doji is an indecisive candle meaning, it’s neither 
bullish nor bearish. It closed on the same price where 
it opened. It has no body that’s why it has no color. 
You will learn later on in the book, that depending on 
its position in the chart, the doji can be meaningless 
(in non-trending price action) or it can be a 
meaningful sign of reversal (in trending charts). 














No color 
No body 
Tall or short 

Looks like a cross 





Disclaimer: It was not my intention to sound racist or gender-insensitive while writing the descriptions of the 
candles. © 
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How to go about with the Derivatives of the Basic Candle Formations 


Basic Candle Formation Derivatives 


hell] Maas Tal 


Figure 1-6. Derivatives and variations of the Basic Candle Formations. 





The basic formations have clear cut structures and are easier to interpret while the 
derivatives are more irregular in shape and form. Actually, you can have hundreds of these 
candlestick variations. But again, we don’t have to memorize each and every structure, we 
just have to stick to some general idea in interpretation. 


General Guidelines in Interpreting Candlesticks 


1. Color determines bullishness or bearishness. As long as it is white (or green 
in colored charts), it’s bullish. If it’s black (or red in colored charts), it’s bearish. 


2. Size of the body determines strength. The longer the white candle’s body the 
more bullish it is, and the longer the black candle’s body, the more bearish it is. 


3. Location of the close in the candle sets the interpretation. The closer the close 
is to the high, the more bullish it is. The closer the close is to the Jow, the more 
bearish it is. 


Do you now realize how much information is stored in just a single candlestick on the 
chart? Now, imagine the amount of information if we will combine two or more of these 
candlesticks to form a pattern. And these small patterns then form a larger pattern in longer 
time frames giving us a multitude of information just by looking at a single chart. That is 
the beauty of charts. Years of information, trades, and transactions summarized in front of 
you in one sheet. 


Momentum and Non-Momentum Candles 
In trading, there is an easy and effective approach in interpreting price movement based on 


combinations of candlesticks. You just have to look at the length of the candles (long or 
short) to determine if they are momentum candles or not. 
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CANDLESTICKS 


Momentum candles Weak candles 
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Figure 1-7. Momentum and Weak candles. 


Momentum candles or energy candles are 2 or more long candles usually seen during 
trending moves. They are the ones that propel price into a certain direction, be it up or 
down. 


Non-momentum or weak candles are 2 or more short candles usually seen during trend 
pauses. Regardless of the color, they are signs of weakness or loss of momentum. They 
signify a possible change in trend. 


Momentum vs Weak candles 
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Figure 1-8, Weak candles acting as signs of reversal after momentum candles. 





After a series of momentum candles, it is common to see a series of weak candles signifying 
that momentum has died down and a possible change in trend may be at hand. This is a 
very important concept in timing entries and exits. 
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TEL - Weekly 3/1/2013 
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Figure 1-9. Phil. Long Distance Tel. Co. (TEL) Weekly Chart: 2011-2013. This chart clearly shows how long 
momentum candles drive the price up or down and how short non-directional weak candles always appear after 
a momentum move and warn you of impending changes in trend. 











TRENDS 


A trend is simply a direction where price is heading. As much as possible, you should 
trade only when price is trending up because that’s where the most profitable trades are. 
But first you have to know how to identify trends when you see them. 


There are two basic trends: the Uptrend and the Downtrend. But just as it is important to 


identify trends, it is also as important to identify when price is non-trending, as in the case 
of the Sideways (range) movement. 


TRENDS NON-TREND 


Uptrend Downtrend Sideways 





Figure 1-10. Trend and Non-trend. 
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An Uptrend is characterized by a series of higher highs (HH) and higher lows (HL) in 
price movement. Your goal in uptrends is to ride the trend until it lasts. 


A Downtrend is characterized by formations of lower lows (LL) and lower highs (LH). 
Since short-selling is not yet allowed in the PSE, you should avoid downtrends until you 
are skillful enough to trade rebounds and anticipate bottoms. Buying in a downtrend is 
called countertrend trading. This means that you are looking for short rallies in a trend 
that is going down, Imagine swimming against the current. You should lower your 
expectations when you are trading against the trend or for starters, just look for other 
uptrending stocks and avoid downtrends altogether. 


Sideways movement is characterized by non-directional up and down movement creating 
a range of highs (H) and Jows (L). The highs are acting as resistance and the Jows are 
acting as support. It is possible to trade sideways movements by buying the /ows and 
selling the highs of the range. 


WAVES 


Price does not move straight up or straight down. Instead, price in uptrends and downtrends 
move in waves. Just like in the saying, “Love moves in mysterious waves.” © 


A typical wave is composed of 5 counts. WAVES 
Three momentum moves (waves 1, 3, 5) and 
two pullbacks (waves 2 and 4). 


Typical Shortest 


Wouldn’t it be great if we always get to ride 
the trend starting at wave 1 and then 
gracefully leave at wave 5? We’d make a lot 
of money and just like that, the world would 
be a better place. 


Unfortunately, in reality, even the best 
traders will tell you that this is very hard to 
practice. Key in greed, fear, slow internet 
connection and other factors, and you’d 
know that at best you win some and lose 
some. Ideally, to win more than to lose. 


Having said that, how do you use wave 
counting to your favor? Asa rule, wave 2 is 
the best entry because (1) you see an  Fiaure 1-11. Waves 

apparent uptrend from wave 1; (2) wave 2 is relatively a bargain entry price; (3) the trend 
is still young and there’s a lot more room to the upside. Entry at wave 4 can still be 
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profitable but you have to keep a close eye on your position as the trend is nearing maturity 
and thus more prone to a reversal. 

The shortest wave possible is a 3-count wave. Still, wave 2 is the best, and in this case, 
the only entry. 


Stock Knowledge: Shifting from “Candlestick view” to “Line chart view” in your charting software makes 
peaks, troughs, and waves easier fo see on charts. Try it. © 


FGEN - Weekly 11/4/2014 


Do you want to buy here? 





Figure 1-12. First Gen Corp. (FGEN) Weekly Chart: 2012-2014. Knowing the wave count gives you the 
advantage of knowing when to buy or sell, and when not to. 





Figure 1-13. The Wave Rule of Alternation states that if Wave 2 is deep then Wave 4 is 
shallow and vice versa. Keeping this rule in mind may help in anticipating the structure of 
pullbacks. This rule also applies to downtrends. 


Stock Tip: For those who want to learn more about waves and wave counting, you may search the net 
for topics on Elliott Wave Principle. There are entire books dedicated to this subject matter alone. 
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4 Stages of Price Action 


From candlesticks to trends to waves, let’s now look at the bigger picture. The 4 stages of 
price action happens every time in every chart. There might be some slight differences in 
the form or length of time per stage but the theory is basically the same. 


PRICE ACTION 
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Figure 1-14. The Four stages of Price Action. 


Stage 1 — Accumulation 


After a steep downtrend, the public has lost interest in the stock or is too traumatized to 
even look at it. Price reaches rock bottom after exhausting the selling spree and is starting 
to consolidate. What seems to be dead meat to the general public is actually a feast for big 
funds. In the accumulation stage, price moves sideways in a range when the public seemed 
to have lost interest or got frustrated after the massive sell-off in the previous trend while 
big funds and institutions are accumulating or buying quietly. 


That consolidation or range that we see in stage | is not just some sort of a random event. 
Ever wondered why the previous steep downtrend ended in the first place? It’s not because 
you and I stopped selling. It’s because someone is buying, and he is buying big time! For 
price to stop dropping at a certain level when everyone is selling and everything seems 
gloomy, there must be something big that is catching all those shares that we are tossing. 


After some time, the public realizes that price isn’t going down no matter how they sell 
and they start to think that maybe, price may have hit bottom already. A bullish sentiment 
starts to fill the air as stock market analysts and forums notice that the stock may be too 
overextended to the downside already and may be ripe for a timely recovery. At this point, 
the large funds have already accumulated huge volumes of shares that the public 
unknowingly sold to them. Nov, it’s time for a breakout. Enter stage 2! 
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Stage 2— The Markup 


Something that won’t go down, must be going up. At this point, half the sellers have 
already exhausted their supply and the other half is now changing their minds and having 
second thoughts on selling further. Just as fear is slowly fading, good fundamental news 
comes out of nowhere. It can be earnings, dividends, or some rumors that’s music to the 
public’s ear. Soon enough, the combination of the half-hearted sellers, some unfilled large 
buyers, and interested speculators fuel a sudden surge of demand and overwhelms any 
remaining sellers at the resistance (breakout point). This leads to a breakout on high 
volume and thus eventually start a new uptrend. 


Wave counting begins and this renewed urgency to buy propels price into a steady 
formation of higher highs. Pullbacks are also bought forming higher lows. In the chart, 
what you'll see are series of long momentum candles in the direction of the breakout. 
Swing traders get in and out of short trades while position traders have embedded 
themselves somewhere within the trend and are sitting tight as long as the trend is still 
intact. 


The bullishness attracts more bullishness and news spreads about this wonder stock that is 
making everyone in the stock market a little bit richer every day. Those who were not able 
to get in see the stock inching higher and higher. Trading groups and forums are cheering 
and the public realizes that it’s time to bet big on this one. Greed sets in. Panic buying 
occurs. Everyone wants to get a piece of the pie at whatever price. Buyers pile up at the 
bids and sellers are scarce at the ask. Stage 3 has begun. 


Stage 3 — Distribution 


When everybody seems to be buying, then who is selling to them? They are buying from 
the big funds who were able to accumulate in Stage 1. The big funds quietly sell in tranches 
to the public so as not to depress the price and halt the uptrend. Soon enough, despite all 
the buying frenzy, price isn’t advancing anymore. The enthusiasm of the public is still 
there but price can’t seem to get through the resistance at the highs of the range. 


Why is that so? 


When you feel like everyone is buying but price isn’t moving, then there must be something 
big blocking the way. At this point, institutions and big funds are distributing their shares 
to the public, the ones they accumulated in Stage 1. 


In the chart, you’ ll see this as a consolidation after an uptrend. Volatility is usually higher 
in stage 3 than in stage 1, even though they are both consolidations, because market 
participation is heavier in stage 3 and the deciding battle between buyers and sellers swings 
price violently. After some time, the buyers are starting to realize that price isn’t going 
anywhere and they start to doubt their positions. These unstable holders, institutional] 
sellers and retreating buyers pave the way to Stage 4. 
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Stage 4-— Markdown 


Bids are dry and sellers are piling up. Those who came in late are now long and wrong. 
And to add insult to injury, news of low sales or rumors of management problems come 
out of nowhere. Fear sets in and panic selling commences leading to a breakdown. At this 
point, the big funds are not buying anymore that’s why the price seems to be free-falling. 


Price enters a downtrend, a series of lower highs and lower lows. The public sells on panic. 
The more seasoned traders who were caught at the wrong side sell on rallies. Countertrend 
traders try to catch rebounds and then sell on rallies with little profit. Institutions and big 
funds start buying as the trend matures. And the cycle begins again. 


Here’s an illustration of public and institutional approach to price action on the same chart. 


PRICE ACTION 


Institutional selling 





Figure 1-15. The dynamics of the public and the institutions with regards to price action. 


Now, it was not my intention to make the public look gullible and make the big funds and 
institutions look like crooks who manipulate prices. You see, if you were in the shoes of 
the big funds, you'll probably do the same thing right? If you were holding millions of 
shares of a stock, will you wait for the craze to die down before you sell? You are most 
likely to sell, as discreetly as possible, when there are willing buyers grabbing your shares 
at prices that are moving higher and higher. 


How do you think the public will react if you show your cards and let everyone know that 
you are disposing your million shares as soon as possible? Buyers will retreat, price will 
be depressed, and you will be left with millions of unsold shares of a declining stock. 


With what you’ve learned with price action so far, can you tell me what you see in the 
PGOLD chart in Fig. 1-16? 
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PGGLD - Daily 8/15/2014 


Volume = 28,232,700 
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Figure 1-16. Puregold Price Club, Inc. (PGOLD) Daily Chart: 2013-2014. 


The stock market is a battlefield where everybody is trying to outsmart everyone else. The 
big funds and institutions are not “bad”. They are just trading the way they have to. They 
are managing their portfolios and using strategies that are fit for their size. They have their 
own battles to fight. 


You, on the other hand, do not have the money or the time that the big institutions have. 
But you can master your timing. As you’ve noticed, the crowd is usually late in buying 
and selling so you must be more cautious in following the crowd. 


The chart that you have with you is the same chart that big institutions have. You share 
something with the giants and you have to know how to use it to your advantage. Analyze 
the big funds’ moves. That way you recognize how the money flows while watching the 
trend with your eyes. Trade with the trend. Do not fight the whales that create the waves, 
instead, ride the waves that they make. 


All these trading and timing strategies you’ll learn as you go through the book. You’d have 
to think and plan five steps ahead if you intend to outsmart the smart money. 
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lf the Price is Right 


When we say that the best things in life are free, what we mean is that we don’t pay cash to get them. 
But it does not necessarily mean that these things have no value. 


| always believed that there is a price for everything. One way or another, we come up with methods to 
measure the worth of something and convert it into price, wherein price is what you're willing to give in 
exchange of something. It is relative to people’s perception of value. In the dessert, a liter of cold water 
Can be more expensive than a liter of oil. 


What if somebody asks you to wear your swimsuit and do a catwalk in the middle Luneta Park for half 
an hour? In return, he'll pay you 500 Pesos. Ridiculous right? What if the offer goes up to 10,000 
Pesos? No deal. 100,000 Pesos cold cash? By now you're probably imagining if you will still look 
flattering in last summer's bikini. The person sees you are hesitant and offers 1,000,000 Pesos for the 
act. Now the image in your head is complete. You already know which swimsuit to wear, what sunblock 
lotion to use and how exactly you're gonna splurge on that 1 million bucks. But it also dawns on you 
that it’s too good to be true. This must be a prank show or something. 


In this simple thought exercise, you see how your perception of something changes with price and how 
price alters your perception of something. 


CHAPTER 2 - SIGNS OF REVERSAL (SOR™) 


I’d like to dedicate an entire chapter for the discussion of Signs of Reversal (SOR™) 
because this topic is the heart of timing in charting. 


A Sign of Reversal is a candlestick or combination of candlesticks that gives a signal or 
cue that the prevailing trend is about to end, hence, will change its direction. 


As I’ve mentioned earlier, every candlestick has a story to tell. In this case, SORs are 
strong expressions of objection. Say a stock has been dropping for 5 consecutive days, and 
on the 6" day, people started buying it up. It’s like they’re saying, “That’s enough! We 
think this stock is too cheap already and we’re buying it at a bargain.” This statement will 
be represented by a candlestick or combinations of candlesticks indicating that the 
downtrend or sell-off is over and price will start reversing. 


SORs are very reliable when seen in areas of Support and Resistance (SAR) and ineffective 
when seen in patterns with no momentum because in the first place, there is nothing to 
reverse. 


Applications of SOR: 
1. Timing your Entry on pullbacks. 
2. Timing your Exit on Target Price. 
3. Timing your Entry and Exit on trading ranges. 
4. Timing your Entry on stocks that are moving with downward momentum. 
5. Timing your Exit on stocks that are moving with upward momentum. 


Characteristics of SOR: 


1. Position or location of the SORs in the chart is of utmost importance. SORs at Support 
and Resistance levels are very significant, especially after momentum up or down 
moves. Finding them anywhere else in the chart is not as effective. They are signs of 
reversal so they should be seen in places where there is anticipation of a change in 
trend. 


2. Form is also important. Form refers to the size of the candle’s body, the length of the 
tail, the color of the candle, and the candles’ location relative to one another. The form 
sums up how the people behaved today; how was today’s trade relative to yesterday’s; 
and how today’s activity will affect tomorrow’s trades. It is better to understand the 
form than to just memorize the name because knowing the form gives you the technical 
knowledge that will make you money. In this chapter, we’ll be identifying the 
different SOR forms that you need to watch out for. 
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3. Names are vot that important. The name of a pattern is not as important as the form. 
Feel free to memorize the names if you are fond of naming patterns or if you’re going 
to use them to impress. What should come to mind when you see these patterns on 
real charts is the form more than the name. The Japanese counterparts of the English 
names, which | did not include here, are more irrelevant to us (non-Japanese). Does 
knowing that, in Japanese, the Hammer candlestick is called takuri or the Rising Three 
Methods is called Uwa Banare Sanpoo Ohdatekomi help improve your trading? Not 
at all. Unless you’re into anime or something. © 


How SORs are discussed in this chapter: 


The illustrations on SORs are divided into Bullish and Bearish patterns. The Bullish 
patterns are used for setting entry and Stop Loss points while the Bearish patterns are used 
for setting exits. 


I have provided a table of recommendations which I call the Trader’s Reco. This table 
answers the most notorious questions of beginning traders which sound something like, “Is 
it ok to buy at P15.50 or should I wait for P15.20?” or “Do I sell at P39.95 or P39.99?” It 
is a table containing the information needed in determining the exact price point where you 
will place your buy, sell and stop loss points in live trading. 


You may skip the Trader’s Reco table if you are still familiarizing yourself with the 
concepts of SOR. Just go back to it when you’re ready to trade live and you find yourself 
asking that same ill-famed newbie question on when and where exactly to buy and sell. 


Bear in mind though that the Trader’s Reco is a set of recommendations or guidelines to 
provide structure and uniformity to your trading strategy. They are not laws that cannot be 
revised or adjusted to suit your risk appetite. After using the Trader’s Reco in live trading 
and you feel like you need to tweak the buy or sell point a little, then feel free to do so. 
Actual trading will automatically show you how you should adjust the buy, sell, and stop 
loss points based on your personal needs. The Trader’s Reco just provides you a head start 
on how systematic trading is done. 
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How to use SORs effectively in Trading: 


SOR and Confirmation Candles SOR candles are the warning signs but you must 
also pay attention to the candle next to it which is 
called the Confirmation candle. The 
Confirmation candle confirms the warning given 


c 
A : by the SOR. 
IK 
I, 


Confirmation Candle 


SOR Candle 





Figure 2-1. SOR and Confirmation candles 


How to confirm a Bullish reversal (how to tell if price is about to recover): 


In a downward momentum move, if 
Bullish Reversal you see a bullish SOR, wait for the 
next candle (confirmation candle). If 
g price trades above the high of the 
fi previous SOR candle and closes 
A above it then the Bullish reversal is 
confirmed. Expect price to move up 
T y Confirmation Candle 
SOR 


Confirmation Candle 


further. 





| Confirmed | | NOT Confirmed | 





Figure 2-2. Bullish reversal confirmation. 


How to confirm a Bearish reversal (how to tell if the party is over)? 









Bearish Reversal 


In an upward momentum move, if 
you see a bearish SOR, wait for the 
next candle (confirmation candle). 
If price trades below the /ow of the 
previous SOR candle and closes 
below it then the Bearish reversal is 
confirmed. Expect price to move 
down further. 


SOR 


SOR 
L Confirmation Candle 


hn 
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Confirmed “NOT Confirmed | 


Figure 2-3. Bearish reversal confirmation. 
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The Four SOR types: 


(1) The One-candle reversal patterns (or simply 1-candle SORs) are composed of a single 
candlestick found after momentum moves. 


(2) The Two-candle SORs are composed of 2 candlesticks. 

(3) The Three-candle SORs are composed of 3 candlesticks. The 2- and 3- candle SORs 
are composed of more than one candlestick because only one candlestick is not enough 
to confirm the reversal in such patterns. 


(4) Weak candles or non-momentum candles, which were discussed in page 5. 


ONE-CANDLE REVERSAL PATTERNS 


Bullish Reversal Bearish Reversal 


Gravestone Doji 
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Figure 2-5. Single candles that can reverse trends. 
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DRAGONFLY AND GRAVESTONE DOJI 


Sell Confirmation 


Buy point 


Stop loss | 


Dragonfly Doji Gravestone Doji 





Figure 2-6. Dragonfly and Gravestone Doji. A doji is an indecisive candlestick that doesn’t have a body. The 
open is equal to the close. 


The Dragonfly Doji is a powerful SOR when you find it after a momentum move down. 
The candle tells us that heavy selling pushed the price down initially but buyers came in 
and moved price back up to the open. Price closing at the high of the day creates that long 
buying tail. The tail exposes price rejection at the /ow. The longer the tail, the better. 
Seeing the Dragonfly Doji after a down momentum move tells you that support is being 
established and the likelihood of a reversal to the upside is imminent. 


The Gravestone Doji is the reverse of the Dragonfly Doji. If you find it after a series of 
momentum up candles, it signifies resistance at that area. This candlestick tells us that 
price tried to rally higher but the sellers pushed it down to the close. Bulls are now 
concerned with their positions seeing this candle on top of arally. There is high probability 
that the momentum move up is Over. 


Trader’s Reco: 


Buy Points are usually triggered when price trades above the previous SOR candle’s high. This means 
that you observe as the SOR finishes and buy on the next candle. 







Stop Loss Points are usually placed below the SOR candle’s low. 


Sell Confirmations are usually triggered when price trades below the previous SOR candle’s low. This 
means that you observe as the SOR candle finishes and sell on the next candle. 


Tick depends on the spread of the stock you are trading. A tick corresponds to 1 fluctuation up or down 
the price of the stock. 
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HAMMER, INVERTED HAMMER, HANGING MAN AND SHOOTING STAR 


Sell Confirmation 


Buy point 


Stop loss 


Sell Confirmation 


Buy point 
Stop loss 


Inverted Hammer Shooting Star 





Figure 2-7. Hammer, Inverted Hammer, Hanging Man, and Shooting Star. 


The Hammer’s form is easy to remember because it looks like Thor’s hammer when held 
up. It reverses downward momentum moves. The color of the body, may it be black or 
white, doesn’t matter. As long as you see the hammer after a series of dropping long black 
candles, it is a sign that the price decline may soon be over. 


The Inverted Hammer looks like a hammer that’s turned upside down. And just like the 
hammer, the color of the body is not important. As long as you see an inverted hammer at 
the end of momentum downward moves, a possible reversal is at hand. 


The Hanging Man looks like a dead man hanging with his body dangling. This morbid 
association gives a hint that if you find this candle after a series of upward long white 
momentum candles, the rally may be over soon. 


The Shooting Star’s candle looks like a star falling from the sky. As much as wishing on 
a falling star is said to make dreams come true, this isn’t the case when you see the shooting 
star on top of momentum moves to the upside. The long tail on top of the candle signifies 
the inability of price to move any higher and thus gives you a hint of a possible reversal to 
the downside. 
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GTCAP - Daily 2/20/2014 
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Figure 2-8. GT Capital Holdings, Inc. (GTCAP) Daily Chart: 2013-2014. One-Candle SORs found after 
momentum moves are telltale signs of impending reversal. 





Trader’s Reco: 


posi ete weet pammnby srs 


Buy Point 2 ticks above the hammer’s high | 2 ticks above 50% of inverted 
hammer’s high 
2 ticks below the hammer’s low | 2 ticks below inverted hammer’s 
low 


| HangingMan (| Shooting Star 


Sell 2 ticks below 50% of hanging | 2 ticks below shooting star’s low 
Confirmation | man’s candle 
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TWO-CANDLE REVERSAL PATTERNS 


Unlike the 1-Candle SORs, the 2-Candle SORs are not stand-alone, they need a partner 
candlestick to confirm reversal. 


Bullish Reversal Bearish Reversal 


Bullish Engulfing 


Bearish Engulfing 
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Figure 2-9. Two-Candle Reversal Patterns. 
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BULLISH AND BEARISH ENGULFING PATTERNS 


Buy point 


Stop loss 


Bullish Engulfing Bearish Engulfing 





Figure 2-10. Bullish and Bearish Engulfing Patterns. 


Engulfing patterns are clearly defined by 2 candles wherein a smaller first candle is 
“engulfed” by a larger second candle. 


The Bullish Engulfing Pattern is 
effective in reversing downward 
momentum moves. A long white candle 
on the right completely covers or engulfs 
the small body of the black candle on the 
left. The second candle shows that the 
bulls are now in control and the 
downtrend may be over soon. 


BPI - Monthly 2/28/2005 


The reverse is true with the Bearish | ff 
Engulfing Pattern. A long black candle iil li i | 
completely blocks the small white | ; Mtr 
candle warning us of a possible reversal 
of the up move. 





Bullish Engulfing iy 





Figure 2-11. Bank of the Phil. Islands (BPI) Monthly 
Chart: 2000-2005, 


Trader’s Reco: 


Bullish Engulfing 
2 ticks above the engulfing candle’s high 
2 ticks below the engulfing candle’s low 


Bearish Engulfing 
Sell Confirmation 2 ticks below the engulfing candle’s low 
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BULLISH AND BEARISH HARAMI PATTERNS 


Sell Confirmation 


Buy point 


Stop loss | 


Bullish Harami Bearish Harami 





Figure 2-12. Bullish and Bearish Harami Patterns. 


The Harami Patterns are the reverse of the Engulfing patterns. In Harami, the first candle 
is the larger one while the second candle is the smaller one. But in terms of their ability to 
reverse momentum moves, the Harami and Engulfing patterns exhibit the same effect. 


The Bullish Harami reverses downward momentum moves while the Bearish Harami 
halts upward momentum moves. 
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Figure 2-13. Manila Electric Co. (MER) Daily Chart: 2014. 





Trader’s Reco: 
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TWEEZER BOTTOM AND TWEEZER TOP PATTERNS 


Buy point 


Stop loss 


Tweezer Bottom Tweezer Top 





Figure 2-14. Tweezer Bottom and Tweezer Top Patterns. 


The Tweezer patterns got their name from real life tweezers which when held upright has 
its two tips on equal height. So the most important characteristic of this 2-candle reversal 
pattern is the identical highs in the case of Tweezer top and identical /ows in the case of 
Tweezer bottom. 


CPG - Daily 3/5/2012 
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Figure 2-15. Century Properties Group Inc. (CPG) Daily 
Chart: 2012. 


Trader’s Reco: 
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PIERCING LINE AND DARK CLOUD COVER PATTERNS 


Sell Confirmation 


Buy point 


Stop loss | 


Piercing Line Dark Cloud Cover 





Figure 2-16. Piercing Line and Dark Cloud Cover Patterns. 


In the Piercing Line pattern, the day opens negatively in a gap down after a series of 
bearish candles. But surprisingly, the candle ends up white and even closes beyond half 
the body of the previous candle. This gives the impression that the downward momentum 
have already ceased and that buyers are already on the scene. 


The Dark Cloud Cover pattern, as the [iaw- paty 10/25/2014 
name implies, is composed of a white 
bullish candle and a second black bearish 
candle (dark cloud) covering the first one. 
A peculiar characteristic of this pattern is 
that the second candle gaps up in the open 
showing signs of heavy bullishness only to 
close below 50% of the body of the 
previous white candle giving the 
impression that the bullishness at the open 
has been dissipated. 





Figure 2-17. Leisure and Resoris World Corp. Warrants 
(LRW) Daily Chart: 2014. 
Trader’s Réco: 
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BULLISH AND BEARISH KICKER PATTERNS 


Buy point 


Stop loss 


Bullish Kicker Bearish Kicker 





Figure 2-18. Bullish and Bearish Kicker Patterns. 


References say that the Kicker patterns are the most powerful reversal patterns but they are 
somewhat rare. 


In a Bullish Kicker pattern, a series of bearish candles is stopped out by a gapping white 
candle. The implication is that everyone was so bearish with the stock but then it suddenly 
gaps up and closes strong the next morning. This move traps the bears on the wrong side 
of the market. 


The Bearish Kicker delivers the same blow to the bulls. The previous candle closes strong 
keeping the rally intact but then suddenly, price gaps down below the previous day’s /ow 
and closes near the /ow of the day. That kind of move traps bulls on the wrong side and 
holders may be forced to liquidate their positions. 


The kicker patterns are usually = [| ->» 7720 
accompanied by fundamental 
news (ex. Earnings report, 
upgrades/downgrades, _ etc.) 
which facilitate a 180 degree 
turnaround on __ investors’ 
perception of the stock. 





Figure 2-19. Atlas Consolidated Mining & Development Corp. (AT) 
Daily Chart: 2014. 





Trader’s Reco: 
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THREE-CANDLE REVERSAL PATTERNS 


Bullish Reversal Bearish Reversal 
ee ie, 
| e 
it ieeve 

E | | 


Morning Star Evening Star 


any 


Bullish Abandoned Baby Bearish Abandoned Baby 


| | iT 
I é 
mm 1 ¥ 


Three White Soldiers Three Black Crows 


I f 
Lo" 
| 


Rising Three Methods Falling Three Methods 





Figure 2-20. Three-Candle Reversal Patterns. 
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MORNING AND EVENING STAR PATTERNS 


l { | Sell Confirmation 


Morning Star Evening Star 





Figure 2-21. Morning and Evening Star Patterns. 


The 3-Candle SORs take three candlesticks to tango. In the Morning Star pattern, (1) the 
first candle is a long black candle that is part of a downward momentum move; (2) the 
second candle is a short candle on a gap down (the star); and (3) the third candle should be 
a white long candle closing beyond half the body of the first black candle. In this pattern, 
the star is not enough to justify the reversal. It needs the third candle for confirmation. In 
a 3-candle pattern, the change in sentiment becomes so obvious and the U-turn that is 
formed is so pronounced that the reversal is so easy to tell. 


The Evening Star is the reverse of the Morning Star. It is composed of (1) a long white 
candle that’s part of an upward move; (2) a short gapping up candle (the star); and (3) a 
third long black candle. The color of the 3™ candle should be black to confirm the 
bearishness of the | mp1-paily 11/21/2011 

reversal. 
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Figure 2-22. Metro Pacific Investments Corp. (MPI) Daily Chart: 2011. 





Trader’s Reco: 
Morning Star 


|Buy Point __| 2 ticks above the third candle’shigh 
2 ticks below the second candle’s (morning star’s) low 

Phy E, ET acpesces bob ore eg a ie te ee aD 
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BULLISH AND BEARISH ABANDONED BABY 


“ 


Buy point | I E | Sell Confirmation 


Stop loss 
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Figure 2-23. Bullish and Bearish Abandoned Baby Patterns. 


The Bullish Abandoned Baby and the Bearish Abandoned Baby are just modifications 
of the Morning Star and Evening Star patterns, respectively. The only difference is that 
the short candle (the star) is replaced by a small doji (the abandoned baby). Everything 
else, the formation, the colors of the long candles, even the use and effectivity, are the 
same. 


THREE WHITE SOLDIERS AND THREE BLACK CROWS 


Buy point 


Stop loss 


Three White Soldiers Three Black Crows 





Figure 2-24. Three White Soldiers and Three Black Crows Patterns. 


We are discussing the Three White Soldiers and the Three Black Crows patterns here for 
the sake of discussion and because they are somewhat popular but I’m not really a fan of 
these patterns and I don’t use them especially for short-term trading. 


The Three White Soldiers pattern is composed of three consecutive long white candles, 
each of which opens within the body of the previous candle and closes beyond it. 


The Three Black Crows pattern is the reverse having three black candles moving down in 
succession. 
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I don’t like them because they are too obvious and by the time you get to the third candle 
of the Three White Soldiers pattern, the upside momentum may have already faded. The 
same goes with the Three Black Crows, if it takes you three consecutive black candles to 
realize that the uptrend is long gone, then it may have already been too late for an exit. It 
takes common sense to say that three white candles are bullish and three black candles are 
bearish. 


Again, I’m not fond of these patterns and I don’t use them especially in short-term trading. 
I don’t like the Buy and Sell points of these patterns because they are late. If I am to 
consider using these patterns at the very least, I’d buy if price breaks the high of the first 
white soldier and I'd sell if price breaks the /ow of the first black crow (But that is like 
using a 2-candle pattern, not a 3-candle pattern). 


These patterns are best used to confirm reversals on a timeframe that is lower than your 
trading timeframe. Say you are trading a weekly chart and you see these patterns on a daily 


chart, you now have concrete evidence of reversal based on the lower timeframe. 


RISING AND FALLING THREE METHODS 


Rising Three Methods Falling Three Methods 





Figure 2-25. Rising Three and Falling Three Methods. 


Same as the soldiers and crows patterns, | am not really enthusiastic about the Rising and 
Falling Three Methods, and they are just here for discussion purposes. These patterns 
actually take 5 candles to develop! 


The Rising Three Methods is composed of a long white candle, followed by three or four 
black candles (more like 3 black crows) then followed by another white engulfing candle. 
Isn’t that just a pullback?! 


The Falling Three Methods is just the reverse: a long black candle, a 3-white candle (more 
like 3 white soldiers) rally, then a continuation of the downtrend by a long black candle. 
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Again, if | am to even consider trading this pattern, I’d buy as price breaks the high of the 
3™ black candle on the Rising Three Methods and Id sell as price breaks the low of the 3 
white candle in the Falling Three Methods. The Buy and Sell points in the illustration 
above (which are based on textbooks and internet references) are just too late for me and 
may cause entries and exits to be more risky. 


1,2,3-CANDLE SOR SUMMARY 


Here’s a summary of the different SORs so that you won’t have difficulty remembering 
them. Again, what is important is the form and not the name. 


One-Candle SORs The l-candle SORs share the same form. 
Regardless of the color, they are simply dojis, 


hammers or inverted hammers (see Fig. 2-26). 
When you see any of these candlestick forms on 
areas of Support and Resistance (SAR) and after 


momentum moves, those are Signs of Reversal. 


Figure 2-26. One-Candie SOR summary. 


What do you notice about the 2-candle SORs? That’s 
Two-Candle SORs right, they have only one form. The Bullish ones, 
regardless if it’s engulfing, harami or kicker, have a 
Bullish Bearish white candle after a black candle. The Bearish patterns, 
on the other hand, have black candles after white 
candles. That’s all you need to remember. 


When you see a white candle after successive 
momentum black candles on an area of support, that 
should alert you of a possible bullish 2-candle SOR in 
the making. Conversely, when you see a black candle 
after successive white candles on an area of resistance, 
you should keep an eye on bearish 2-candle SORs as a 
cue to sell. 





Figure 2-27. Two-Candle SOR summary. 
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Three-Candle SORs The only 3-candle SORs discussed that are worth 
mentioning are the Morning and Evening Stars, and the 
Abandoned Baby patterns which, basically, have the 
same structures. Remembering these patterns should be 
easy enough without help. 


Bullish Bearish 





Figure 2-28. Three-Candle SOR summary. 


Weak Candle SOR 


The fourth type of SOR are the Weak candles. Weak candles or non-momentum candles 
are candlesticks with short bodies and/or short tails appearing after momentum candles. 
They are SORs that should alert you that momentum is weakening and a possible change 
in trend is at hand. Weak candles are indecisive candles that neutralize the momentum of 
the current price move. 
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Figure 2-29. Weak Candle SOR. 
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Figure 2-30. Pepsi-Cola Products Phils., Inc. (PIP) Monthly Chart: 2008-2014. In 2008, the down momentum 
candles were neutralized by Weak candles at the 1-peso support level. These short, indecisive SOR candles 
showed that there are buyers willing to guard this level. Soon enough, price went up to as high as P2.50 in 
2009. In 2012, PIP was on a steep uptrend when Weak candies started appearing at the start of 2013. This is 
a sign that the momentum up may have fizzled already and that it may be a good time to liquidate long positions. 


Timing price movement isn’t as hard as you think it is. You just have to be very keen to 
notice the clues that price is showing you in the charts. We don’t guess or predict blindly 
where price is going or where it is reversing. There are subtle hints that you see on the 
chart in the form of SORs. Keep an eye on these SORs and you won’t be second-guessing 
entries and exits ever again. 


Beating the Red Light 


In the Philippines, there are three colors in a traffic light. Green for “go”, Red for “stop”, and yellow for 
“speed up!” Just kidding. The yellow light is a warning sign that tells you to slow down because you 
would eventually have to make a full stop. 


The SOR is the yellow traffic light in charts. You wouldn't want to buy when the light (price) is about to 
go red, right? Keeping this simple note in mind will not only save you money but will also save you 
from a lot of trouble. 


CHAPTER 3 - VOLUME 


By now, you already know how to read trends and price movement and spot signs of 
reversal. But what if you are given the power to tell if price will continue to trend or not 
even before it happens?... Even before the sign of reversal! Wouldn’t that be amazing?! 
Wouldn’t that give you the edge in trading? Yes, that is what Volume does. It confirms 
your trend ideas or warns you of impending disaster. It has always been there under your 
chart waiting for you to unleash its power. 


Volume refers to the amount of shares traded over a time period. It is seen as bars below 
the price chart. The higher the volume bar in a daily chart, the more trading participants 
(buyers and sellers) took part in the day’s trading activity. 


Price without volume is like Batman without Robin. While a volume chart in itself is rather 
senseless, volume when used together with price gives us more information than what price 
charts alone can ever provide us. 


Volume potentiates the information given by price. Moreover, volume is probably the only 
thing in your chart that is not a derivative of price. The moving averages (MA), MACD, 
RSI, STS, and most of the technical indicators, are all deduced from mathematical 
manipulation of price. Volume, on the other hand, provides us with unique and invaluable 
information that cannot be replaced by any other technical indicator. 


Stock Tip: Check out the Top 10 Most Active PSE stocks to see which are the most heavily traded in a 
day. 


The 8 Rules of Volume 


1. In an uptrend, volume should increase as price increases 


Bullish Bearish 
Uptrend! Divergence! 





Figure 3-1. Increasing volume in an uptrend is a healthy sign. 


As price increases in an uptrend, volume should increase as well in order to validate the 
trend. While it is moving up, the stock should attract as much market participants as 
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possible for the uptrend to be strong. A rally, in the charts or on the streets, should have 
as much people in it for it to be noteworthy. 


Decreasing or low volume in an uptrend is called Bearish Divergence which means that 
volume deviates with price movement. In such case, price eventually follows volume and 
goes down as well. 


Theoretically, you’d like to see volume bars increasing in a linear fashion but it doesn’t 
have to look like a perfect staircase. The volume rise doesn’t have to be increasing bar per 
bar but it should be increasing or above average in the span of the uptrend to be valid. 
Same goes with the Bearish Divergence in volume. Volume doesn’t have to be lower bar 
per bar. A low or average volume on an uptrend is enough to conclude that there is not 
much demand backing the up move. 
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Figure 3-2. RFM Corp. (RFM) Daily Chart: 2012. This chart shows momentum candles that are supported by 
increasing volume. These are healthy uptrends and in case you have a position, you just have to sit tight and 
hold. 





38{/BASIC TECHNICAL ANALYSIS 
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Figure 3-3. DMC! Holdings, Inc. (DMC) Weekly Chart: 2004-2005. I'd like you to compare the volume bars of 
momentum moves 1, 2, and 3. In move 1, volume increases as price increases and the overall volume is high 
signifying a healthy uptrend. In move 2, the volume is just average compared to the first one. In move 3, the 
trend matures with very steep price movement but look at that low volume. When price goes up and volume 
goes down, price follows volume’s lead, and falls down too. A mature trend, with low volume and a sign of 
reversal like a cherry on top, are more than enough cues for you to take money off the table. 





2. In a pullback, volume should decrease as price decreases. 


After a momentum move up, if you see a pullback with low volume, then that is a healthy 
pullback. A decrease in volume during pullbacks signify that previous buyers are holding 
and only a few are selling. It validates the pullback and you should expect a possible 
continuation of the uptrend soon. 


Bearish 
Pullback! 





Figure 3-4, Volume should decrease as price decreases. 


VOLUME |39 


If you see high volume during a pullback, it means that those who previously bought are 
unloading and the down move may be the start of a momentum move to the downside 
instead of just being a pullback. 
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Figure 3-5. Megaworld Corp. (MEG) Daily Chart: 2012-2013. This chart shows a very good example of a 
healthy uptrend. Every rally is supported by strong volume and every pullback (1, 2, and 3) is accompanied by 
decreasing volume which means that people are holding their shares. Notice though that pullback 4 had a 
rather larger volume compared to the first three pullbacks. It is giving us a sign that some investors are 
liquidating their positions and that a change in trend may soon happen. Three months later, MEG is trading 
back to 3-peso level. 


4 







3. In a downtrend, heavy volume validates the trend. 


Volume confirms trends. Just like how increasing 
volume confirms an uptrend, increasing volume also 
confirms a downtrend. If there is increased volume as 
price goes down, it means that more traders are joining 
the sell-off and the price will continue to plunge even 
more. Expect more downside movement if you see 
high or above average volume on bearish candles. 





Figure 3-6. Decreasing price on heavy 
volume is bearish. 
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SECB - Weekly 12/20/2013 
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Figure 3-7.Security Bank Corp. (SECB) Weekly Chart: 2011-2013. After completing a 5-wave pattern, SECB 
corrects with long black momentum candles pushing the price down. Notice how volume supports the downward 
momentum of price. If you see volume helping price this way, you should stay on the sidelines and don’t even 
think of catching falling knives. Did you notice how long it took SECB to reach the peak of the mountain only to 
fall down twice as fast? Truly, fear is a stronger emotion than greed that's why downtrends move faster than 
uptrends. 





4. Ina breakout, explosive volume must be present. 


Breaking out of consolidation is an energy-requiring event. Therefore, for a breakout to 
be successful, it must be fueled with extraordinary volume. This “Volume spike” ensures 
that the sudden burst in price is accompanied by a large number of trading participants and 
will have a high probability of proceeding further upwards. If you see a breakout which is 
not supported by double or more than double the average volume, do not expect a follow 
through in the up move. For more examples and for a detailed discussion on breakouts, 
see Chapter 13. 
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Figure 3-8. Explosive volume must be present on breakouts. 
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Figure 3-9. Marcventures s Holdings Inc. (MARC) Daily Chart: 2013. After months of consolidation, MARC broke 
out of the P1.96 to P2.00 resistance with explosive volume. The recorded volume on the breakout day on Oct. 
7, 2013 was 18.7 million, which is a 700% increase from the average volume of 2.3 million. That sure is a lot of 
trading participants supporting the breakout. 
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Figure 3-10. Asia United Bank Corp. (AUB) Daily Chart: 2013-2014. If you focus on price action, this stock 
definitely looked like it broke out of the P69.95 to P70.00 resistance with a solid bullish candle. But if you start 
looking at the volume below, you start asking yourself, “where is the volume spike?!" The volume on the 
breakout day which was just around 77,000 was roughly half of the average daily volume which was 150,000. 
So would you trust this kind of breakout? You shouldn't. Volume is the fuel. It must be there. 
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5. In a parabolic move, high volume usually results to exhaustion. 


A parabolic move is an exponential 
increase in price in a very short time and — 
is seen at the end of extreme uptrends. | b eee 
It is a state of maximum greed and oe 

minimum fear. Sellers are nowhere to LJ 
be seen and buyers are coming in by the 
dozen, buying at any price they can get 
their hands on because they do not want 
to be left behind. This is the point where 
the public starts getting in, causing the 
high volume. Ironically, this is where 
momentum ends, and smart money gets 
out. The steeper the incline, the harder 
the fall, so expect deep corrections Figure 3-11. High volume on parabolic moves results 
after parabolic moves. Days after an in exhaustion. 

exhaustion move, it’s normal to hear 

comments and cries of desperation from traders who got bull trapped or “ipit” from the 
previous spike in price. The combination of parabolic moves and high volume should warn 
you of possible exhaustion. 
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Figure 3-12. Manila Electric Co. (MER) Daily Chart: 2009. I’m sure that you recognize the complete 5-wave 
pattern in the uptrending chart of MER above. As the stock reaches the end of wave 5, price gaps up and is 
almost already vertically inclined. The public rushes in to get a piece of the action so volume swells in epic 
proportions. Everyone's hyped and even your taxi driver tells you that Meralco is a good stock to buy. These 
are classic signs of exhaustion. The euphoria, the panic buying, the parabolic price move, the inflated volume. 
Before you know it, the party is over, and those who bought at the P300-level sure learned the theory of parabolic 
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exhaustion the hard way. The pros cashed out, and the novice got owned. Never chase price. As you will 
learn in this book, there is a proper entry point for every set-up. 
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Figure 3-13. Ever-Gotesco Resources & Holdings, Inc. (EVER) Daily Chart: 2012-2013. Parabolic moves are 
opportunities to sell and not to buy. If you follow the trading techniques in this book, you'll never be caught 
buying parabolic spikes. Instead, you'll be on the other side of the trade doing the selling. © 


6. In a steep downtrend, high volume on extreme selling may reveal the final low. 


In essence, this is the reverse of the high 
volume parabolic move. After a 
continuous formation of lower highs 
and lower lows, a downtrend is 
established. At some point, a new low ¢ 

; . ae Possibie 
accompanied by unusually high volume t Betton! 
should give you a hint that the price - 
may have hit bottom already. The idea 
of a bottom is strengthened if the area 
where this happens is an established 
support area. Let me provide you with 
some examples to train your eyes. 





Figure 3-14. High volume on extreme selling 
reveals the final low. 


44|BASIC TECHNICAL ANALYSIS 


FPH - Daily 5/7/2014 
(+ 


i 


" 
L! a 1 


The 
i 
i mye ' im & gripes! 


(Phe 
ie 
em ly LS” 
i ii 


Volume 


Lon Climactic Volume 





} ; , 
i | ; t, ; bi 4 , 
| ult EPs Lee satdtontchotiatllectorthscdsaltllttstea lial steel det Ee tlt. cthoabet Tb betielitels! mie hoot hall lia tlaelesE le. 


Figure 3-15. First Philippine Holdings Corp. (FPH) Daily Chart: 2013-2014. Believe it or not, the relentless 
selling that you see in this chart is just half of the picture. FPH has been sold down since March 2013 from the 
topping price of P113.70, all the way to this December bottom at around 49 Pesos (an almost -57% decline from 
peak to trough). 
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Figure 3-16. San Miguel Corp. (SMC) Daily Chart: 2013-2014. Just like FPH above, SMC has been sold down 
nonstop from a peak of around P125.00 to this bottom at P54.50 a share. The climactic volume of 2.5 million 
is 481% higher than the average daily volume of SMC. Now, a volume signal like that is hard to ignore! 


7. After an uptrend, heavy volume with little price movement reveals Distribution. 


After the stock trended up for quite some time during the Markup Stage (see Chapter 1 for 
discussion on Price Action), price tends to linger at the highs but cannot proceed further 
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up. When you see heavy volume with no significant price movement, then that is the 
bearish sign of Distribution. 


Institutions are trying to unload their large shares as quietly as possible because they know 
that it’s time to get out. It may be a bit tricky to spot distribution but as you practice and 
spend more time with your charts, you’ll be able to catch the subtle hints of distribution as 
they happen. 


PGOLD - Daily 1/21/2014 





Figure 3-17. Puregold Price Club, vi: (PGOLD) Daily Chart 2013-2014. After running up around +47% from 
the lows of P32.30 to the highs of P47.50, the price of PGOLD started consolidating in mid-October. PGOLD 
sure did try to push higher but the selling pressure at the 46 to 47-Peso area is too strong. Distribution can be 
spotted by looking for above average volume on candlesticks with no significant price movement (highlighted 
by dotted lines on the chart). These are small, short, non-directional candles with very little or no momentum. 
There was a significant change of hands before PGOLD finally went down. The ones who sold were the winners 
and the ones who bought from them are the whiners. 


8. Following a downtrend, heavy volume with little price movement reveals 
accumulation. 


Accumulation is the exact opposite of Distribution. After a stock has been sold down 
heavily and persistently, price tends to linger at the bottom for quite some time. And while 
everyone’s attention is shifted to other moving stocks, institutions may start to accumulate 
shares of the battered stock as silently as possible. You'll be able to detect accumulation 
by spotting high volume with little price movement. Think of those stocks that you held, 
hated for so long and sold down due to hopelessness. When accumulation is done, those 
hopeless-looking stocks will be the next big stars. 
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PCOR - Daily 5/21/2013 
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Figure 3-18. Petron Corp. (PCOR) Daily Chart: 2012-2013. Before PCOR broke out of consolidation on January 
28, 2013, there were signs of accumulation during the consolidation (highlighted by dotted lines on the chart). 
High volume bars with little or no significant price movement are the clues. 

Additional notes on the chart: Notice how the uptrend in January to mid-March was supported by heavy volume 
while that of April to May had very low volume. That should already give you an alert signal. In fact, after this 
low volume uptrend, PCOR tumbled down to P12.50 level a month after (June 2013). Check for yourself. 





Volume can start, validate, or end a trend. It’s the second most important piece of evidence 
(price is first) you need in strengthening your trading decisions. And it is the only trail that 
institutions leave behind that you can actually see and observe on the chart. Always keep 
an eye on volume because the information it provides is golden. 


Let’s Get Loud! 


| remember reading an article where an experiment was done to incorporate sound in charts. The trader 
would wear earphones and whenever price would make momentum moves in the chart, the trader 
would hear a loud tone that is scaled relative to the intensity of the move. Conversely, soft tones are 
heard when price is non-trending. 


Volume, literally and technically, is the sound behind the price move. While this audio trading is still 
being studied in the lab, you must learn to listen to the music of the chart. The master trader hears the 
symphony. 


CHAPTER 4 - MOVING AVERAGE 


Moving Averages (MAs) are used by technical traders to monitor trends and to identify 
possible support and resistance areas. It is the average of successive closes over a specified 
number of periods. 


For example, a 21-day Simple Moving Average (SMA) is the sum of the closing prices of 
the past 21 trading days, divided by 21. A 5-day SMA is the sum of the closing prices of 
the past 5 days, divided by 5. It is called “moving” because it is adjusted every time new 
data is available. The end result is a collection of numbers (averages) that can be plotted 
as a line on the chart. 


The most basic form is the Simple Moving Average (SMA) and a modification is called 
Exponential Moving Average (EMA). The EMA is much like the SMA except that it gives 
more weight to the latest data. The EMA was created because some analysts think that 
more importance should be given to recent closing prices compared to older closing prices. 
There are other types of MAs which will not be discussed in this book because I think that 
the basic ones are more useful and applicable. Feel free to research the net for triangular 
MA, variable MA, etc. (which in my opinion is unnecessary). 


Both the SMA and EMA are widely used by technical traders. The MAs in your charting 
tools can be customized according to your needs. You can adjust the time period to as 
short as 5 days or as long as 500 days. You can change the settings in such a way that the 
MAs are computed based on days’ Open, High, or Low, instead of the Close. 





The chart above maybe mistaken as an abstract painting or a Rorschach psychological test 
but it’s actually a weekly chart of Manila Water Co. (MWC) with different MAs plotted 
on it. | removed the price data (candlesticks) so you can clearly see how the MAs compare 
with each other in terms of their movement and sensitivity to price changes. 
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As you can see in Fig. 4-1, the short term MAs (5 to 15) are very reactive to change and 
they are the ones to move first when there is a change in price. The most “wiggly” is the 
5-SMA. The longer term MAs (100 and 200), on the other hand are less reactive and they 
move smoothly with less fluctuations. The medium term MAs have characteristics in 
between the two extremes. 


So, what do we get from the work of art (or should I say “work of chart”©) above? 


1. You can create your own MA by assigning numbers (on the MA tool in your 
charting software) based on the period you want to cover. You’ll find this useful 
as you advance your knowledge in technical analysis and you want to customize 
your own MAs. 

2. The lower the number you assign to the MA (meaning, short term), the more 
sensitive it is to price and the more fluctuations you get as price moves. 

3. The longer term the MA, the less sensitive it is to price changes, and the smoother 
it looks on the chart. 

4. The longer term the MA, the more significant it is because it covers a wider 
historical data. 


But let’s not complicate things. For me, I like it simple. I use 21-SMA, 50-SMA, 200- 
SMA, and 15-EMA. I use the day’s Close for data which is the recommended standard. 
You can experiment on which MA suits you but I suggest you come up with at least one 
short term, one medium term, and one long term MA. Also, limit the number of MAs to a 
maximum of four. 


My Moving Average (MA) Settings: 


200-period Long term MA 

SMA The most popular 
This is being monitored by large institutions and investors to 
determine long term yearly trends so we should be watching it too. 

50-period Medium term MA 

SMA This is my trend identifier. It tells me if there is a tradable trend or 
not. 


21-period Short term MA 
SMA I use 21 (personal preference) because there is an average of 21 
trading days in a month 


15-period Short term MA 
EMA It can be from 8- to 15- period. Being the shortest, this is the most 
yonsive to price fluctuation and is used for short term trading 


*| use the term “period” because it depends on which time frame we are applying the MAs. If it is on a daily 
chart, then it is a 50-day MA, but if it is on a minute chart, then it would be a 50-minute MA, and so on. 
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How to Maximize the Power of Moving Averages 


The Moving Averages are a mainstay in my charts, why? Because they make charting so 
much easier! I can let go of other technical indicators (MACD, RSI, STS, etc.) but not the 
MAs. They may be “lagging” in a sense that MAs just follow price and generate signals 
only after price has already moved, but MAs are very efficient in identifying trends and 
support and resistance areas. 


For ardent users of MAs, like myself, it just takes us a few seconds to assess the condition 
of a stock by looking at price and MAs. The good news is that you too can acquire this 
skill (the technician’s eye) by continuous practice and exposure to charts. Soon enough, 
MA reading will be second nature to you and you’ll be surprised at how much easier it is 
to read charts with the help of MAs. 


MAs as Trend Identifiers 


The 50-SMA is your trend identifier. It informs you of what the trend is so you can act on 
it accordingly. Fig. 4-2 is a chart with the S0-SMA in action. I’ve omitted price to clearly 
illustrate how the MAs do on their own. 





Apr hus 


Figure 4-2, The 50-SMA as trend identifier. 





When looking at the S0-SMA (trend identifier), you should focus on the slope or the angle. 
A sloping up or angled up 50-SMA means that price is in an uptrend and you may want to 
look for an entry to go long (see C and G uptrends). If it is sloping down (see E), it means 
that price is in a downtrend, and you stay on the sidelines for the time being. And if it is 
neither angled up nor down and is just moving horizontally, then it is in sideways or 
consolidation mode (see A). 
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When the angle shifts from up to down, or vice-versa, it creates a U-turn (see D and F) and 
should warn you of a change in trend. So if you have a long position and the 50-SMA, 
which was previously angled up, is now slowly going horizontal, you may want to look for 
sell signals in price so you can get out in time. Conversely, if a previously angled down 
50-SMA looks like it’s flattening out, then it should give you the impression of recovery. 


MAs as Buy and Sell Signal Generator 


Now let’s add another Moving Average to improve our analysis. 


PROFIT 
Potential! 





Bullish Crossover 
{BUY) 





Jul on 7 


Figure 4-3. Comparison between the 50- and 200-SMAs. 


I placed a longer term (200) SMA on Fig 4-3 for better analysis. Notice how the long term 
MA (200) moves smoother compared to the medium term MA (50). By adding another 
MA, there will now be crossovers. A crossover is simply the point where one MA crosses 
over or under another MA. And if you are trading using MAs for buy and sell signals, then 
the crossovers are the points that you need to look out for. 


After being entangled during consolidation in 2012, the 50-SMA crossed above the 200- 
SMA for the first time in April 2013 (see A). Whenever a shorter term MA crosses above 
a longer term MA, it means that price is poised to go up, thus it is called a Bullish 
Crossover. If your trading strategy is based on MA crossovers, it will give you a signal to 
Buy. Whenever a shorter term MA crosses or dives below a longer term MA, it means that 
price is moving downwards, thus it is called a Bearish Crossover. The MA-based trading 
strategy will give you a sell signal. 


Suppose you adopt this trading strategy that follows only MAs for buy and sell signal 
decisions, will it be profitable? If you bought at point A and sold at point B, then you made 
really nice profits, right? The MAs did not only give you clear cut Buy and Sell signals, 
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they also made you hold your position for the rest of the uptrend. However, the profit 
potential could have been higher if the MA signaled you to sell earlier 


So now, the question is, could there be a way for the MA to be more precise or timely? 
Let’s take a look at the next chart. 





On 


Figure 4-4. Comparison between the 50- and 21-SMAs. 





In Fig. 4-4, we replaced the 200-long term SMA with the more sensitive 21-short term 
SMA. Focus first on the SELL signal near the top. Was it a better sell signal compared to 
the one made by the 50- /200-SMA combination in Fig. 4-3? Definitely! It is more timely. 
And by following this MA crossover sell signal, you get to sell at the P25.00 level 
compared to the previous signal that sells at around P22.50 level. 


Unfortunately, being more sensitive has its disadvantages too (I’m referring to the chart, 
not your ex ©). Using shorter term MAs gives more crossovers and thus, more buy and 
sell signals. So the probability of getting whipsawed is higher in this setup compared to 
using longer term MAs. Whipsaw happens when technical indicators seem to have mood 
swings. One moment the indicator signals you to buy, then once you get in, it suddenly 
signals you to get out at a loss. Most of the time, this in and out signals happen with very 
short notice. 
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Multiple MAs for Trend Identification 


"MAs are entangled" “MAs perfectly lined up" “MAs perfectly lined down" 


Consolidation Uptrend Downtrend 





Figure 4-5. The 21-, 50-, and 200-SMAs combined. 


Combining all three MAs, or adding more, gives us a pasta-looking chart (see Fig. 4-5). 
At this point, I would like you to focus on the form and position of the different MAs 
because those properties dictate the trend. If the MAs are entangled (my mentor used to 
call it “spaghetti-mode”), then there is no trend. Expect the stock to be going nowhere for 
the meantime as it is in consolidation. If the MAs are all perfectly lined and angling up, 
which means that the short term MA (21) is above the mid-term MA (50) which is above 
the long term MA (200), then you have a smooth-flowing guaranteed uptrend. Going long 
would be a good idea. 


The reverse is true for the downtrend. If you see the 21-SMA below the 50-SMA, which 
in turn is below the 200-SMA, then you have a clear downtrend, and you should stay on 
the sidelines for the time being. My mentor used to call perfectly lined up MAs as “no 
traffic”. If you were price, you’d have no problem going to where you are going because 
the road is clear. 
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FGEN - Daily 9/29/2014 ——— 21-SMA, ——— 50-SMA, === 200-SMA 





Figure 4-6. First Gen Corporation (FGEN) Daily Chart: 2012-2014. This is how the chart looks like with price 
and MAs together. Do the MAs help you in identifying trends and getting buy and sell signals? 


The Death Cross 


This is a term used to describe the bearish crossover of the 50-day MA to the 200-day MA. 
The “death cross” can actually be used to describe any short term moving average that is 
diving down a longer term moving average but is more popularly used for the 50- and 200- 
day MAs, respectively. The name “death cross” is just a fancy term to make the life of 
traders a bit more exciting but what should be given more importance here is the undeniable 
bearish implication of a shorter MA crossing down on a longer MA. 


AP - Daily 4/22/2014 —— 50-SMA, --------- 200-SMA 





Figure 4-7. Aboitiz Power Corp. (AP) Daily Chart: 2013-2014. Look at the bearish implication of the Death 
Cross on price. Institutions consider the 200-MA as a strong support and once it was broken, AP went 
underwater for almost 6 months before it finally recovered. 
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The Golden Cross 


This is the opposite of the Death Cross. It describes the bullish crossover of the 50-day 
MA to the 200-day MA. Since these two moving averages are very popular, expect that 
the entire trading community sees these crossovers which make them all the more 
significant. 


BDO - Weekdy 6/31/2012 ——— S0-SMA, --------- 200-SMA 





Death Cross’ 





Figure 4-8. BDO Unibank, Inc. (BDO) Weekly Chart: 2008-2012. The Golden Cross on Oct. 2010 marked the 
recovery of BDO from a Death Cross made 2 years ago in 2008. From then on, the 200-SMA became an area 
of support. 


Textbooks will tell you that MAs are “lagging indicators” and that is quite true, if you wait 
for crossovers and signals generated by the chart. And it is especially true when you are 
trading short term wherein timing is essential. 


The key to maximizing the power of MAs is by anticipating its direction and comparing it 
relative to price movement. Let’s say you identified that the stock is already in wave 5 and 
has gone up almost 50% or more, then you see the Moving Averages losing its upward 
angle. Do you have to wait for the 50-SMA to angle down or do a crossover with the 200- 
SMA to give you a sell signal? Of course you’ll be late when you’re waiting for the 
obvious. 


Trading is more of an art than a science. You have to use all the things you know to come 
up with a good decision. Relying on MAs alone for buy and sell signals is not only lagging 
but is also losing. If only the MA signals were the Holy Grail then everyone should be rich 
by now, but that is not the case. You use MAs together with price, volume, some technical 
indicators of your choice, plus a holistic view of the market, in order to come up with a 
decision that is “leading” and not “lagging”. You’d have to anticipate the anticipators if 
you want to win in this game. 
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Moving Average as Support and Resistance 
Aside from identifying trends and giving buy and sell signals, there’s one other important 
use of MAs. They act as support and resistance. The longer term the MA is, the more 


significant support or resistance it is. 


MPI - Daily 12/23/2013 —— 21-SMA, ———— 50-SMA 


21-SMA broke but 
50-SMA still holds 





Figure 4-9. Metro Pacific Investments Corp. (MPI) Daily Chart: 2012-2013. On the first half of the chart, watch 
how the 21-SMA acts as support every time price pulls back in the uptrend. On the 4" pullback though, price 
broke through the 21-SMA but the 50-SMA acted as the next line of support. These pullbacks to the MAs are 
actually entry signals to go long. On the other half of the chart, watch how the S0-SMA acted as resistance, 
eight times in a row. It never lets price pass through it to recover. The more times a Moving Average has been 
tested and held, the more significant it is. So the moment you see price breakout of this strong 50-SMA 
resistance, that is a clear sign of recovery and you should be ready to go long. 


On a different perspective, think of MAs as magnets to price. The first half of the chart shows how price is 
always being pulled back to the Moving Average (like a magnet) every time it goes too high. That's the reason 
why you should be cautious in buying when price is far from the MA. On the second half of the chart, price falls 
every time but the 50-SMA keeps on pulling it up. 


Both perspectives are correct. The first perspective on MA as support and resistance is the one that will be 
useful to you in trading. Always watch for MAs when looking for support and resistance. 


Stock Knowledge: Traders are very cautious in buying when price goes too far from the Moving Average, 
as in parabolic moves. Chances are, price will be pulled back to the MA and you'll be stopped out because 
you got in too high. 
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Moving Average Versus Trendlines 


MBT - Daily 6/17/2013 21-SMA, =" 50-SMA 





Figure 4-10. Metropolitan Bank & Trust Co. (MBT) Daily Chart: 2012-2013. The 50-SMA served as support for 
price during the uptrend. As price breaks the 50-SMA at the 95-Peso level in May, the trend was broken, 


Compared to Trendlines, Moving Averages have the advantage of not being subjective. If 
I ask you and a friend of yours to put trendlines on this MBT chart above and compare 
them afterwards, would your trendlines be the same? That’s the problem with trendlines, 
they are subjective. It depends on who draws the trendline and how he draws it. MAs are 
plotted on the chart automatically and is not subject to personal bias because it is 
mathematically generated. 


Again, if | ask you to draw a trendline on the MBT chart above, I’m sure you’ll have 
difficulty establishing support by connecting the pivot lows on the uptrend. Now look at 
how efficiently the 50-SMA curves and provides support to price. I am not anti-trendline, 
in fact, I love using trendlines and channel lines in my analyses. I’m merely showing you 
the ease of using MAs in looking for support and resistance areas. Trendlines have their 
own special place in technical analysis. You’ll learn about trendlines, and the powerful 
Ghostlines in the preceding chapters. 


What is the best combination of Moving Averages to use in trading? 


With all that has been said, I know that you’d be anxious to know the optimum combination 
of MAs to use. So my answer is - ANY, as long as you at least have one short, one medium, 
and one long term MA. As I mentioned above, I use 15-EMA, 21-SMA, 50-SMA, and 
200-SMA. Some traders use 12 and 26, which are the MAs used in creating the MACD 
(Moving Average Convergence Divergence) which is discussed in the next chapter. 


Believe me, almost all possible combinations of MAs had already been tested, retested and 
back tested, but still there’s not one set of MAs that will assure consistent profitability, 
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every single time, if you base your trading on MAs alone. That’s the reason why computers 
haven’t yet replaced human beings in trading. It’s because computers, though realistically 
are better traders than human beings, cannot adapt to changing circumstances on their own. 
They would have to be programmed to handle ALL possible conditions or trading scenarios 
before they can trade on their own, and that program hasn’t yet been invented, as far as I 
know. 


The best trading system is not a set of MA combinations that generate signals on its own 
or a set of algorithm that trades over a defined set of rules. The best trading system is you. 
You are dynamic. You are able to adapt and react instantaneously. You are able to 
assimilate massive amounts of information and come up with split second decisions in 
trading. We don’t use Moving Averages as the sole criteria for buying and selling. Instead, 
we will use all the things that you will learn in this book to become a super trader. Use the 
MAs together with Price, Volume, and some indicators in the succeeding chapters, and 
your chart is all set for battle. 


According to Height 


Back in the day, our only way of knowing how tall we're growing was our place in the flag ceremony 
when our teachers instructed us to fall in line according to height. If you want historical data on how 
much you've grown, browse through your yearbook and check how your place on the class picture has 
moved through the years. Were you always squatting on the floor in the front-most row of the class 
picture or are you too tall to be mistaken as the class adviser? 


Last time | checked, the average height of a Filipina woman is 4’11”, while that of a Filipino man is 53”. 
Now, isn’t that the most wonderful thing you've read in the book so far? Isn't it nice to know where 
your place is relative to the rest of the population? It probably placed a smile on your face and gave a 
sigh of relief to receive a validation of years-worth of New Year’s Eve jumping, afternoon siestas and 
gallons worth of vitamins and supplements 


In trading, we have the moving average to give us an idea how a stock price is faring. How its price is 
doing relative to its previous performance. Knowing how far price is from the average makes it easier 
for you to buy or sell because you have a general reference of value. 


CHAPTER 5 - MOVING AVERAGE CONVERGENCE DIVERGENCE 
(MACD) 


MACD is the most well-known and most commonly used indicator in technical analysis. 
It is a Moving Average-based indicator which means that its values are derived from 
subtracting two MA (12-EMA and 26-EMA) values with each other. The terms 
convergence - divergence simply means joining and disjoining of these two MAs. See 
Figure 5-5 to appreciate the relationship of the MACD with the MA. 


The main idea behind this indicator is that it gives you a Buy signal when the stock is 
trending up and a Sell signal when it is reversing. That way, you’ll be able to ride uptrends 
and stay with it until MACD tells you that it’s time to get out. Most charting software 
automatically generate “up arrow” symbols and “down arrow” symbols when MACD gives 
Buy and Sell signals, respectively. 


MACD, just like its parent MA, is also a “lagging indicator”. But this lag of the MACD 
can be used to an advantage because the delay makes it sure that the trend is already set in 
place before giving you a Buy (or Sell) signal, providing you with a late, but clean entry 
(or exit). Traders often use MACD together with a “leading indicator” like RSI or 
Stochastics to make up for the “lag”. 


MACD STRUCTURE 
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Figure 5-1. The MACD indicator. It usually comes with a histogram incorporated in it but | separated it here for 
clarity. 
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The MACD indicator is composed of: 


1. The MACD line is the solid line that travels above and below zero. 


—— MACD line 


Bullish! Bullish! 


Bearish! Bearish! 





Figure 5-2. The MACD line. 
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If MACD line is above 0 = price is bullish 
If MACD line is below 0 = price is bearish 
If MACD line is at 0 = price is changing direction 


2. The Signal Line is the smoother-moving dotted line that is used to generate buy and 
sell signals together with the MACD line. 





Figure 5-3. The Signal line. 


If MACD Line crosses above the Signal line = Buy signal 
If MACD Line crosses below the Signal line = Sell signal 


3. The MACD Histogram (MACD-H) is used to easily visualize the movement of the 
MACD in relation to its Signal line. 


MACD-H 
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Figure 5-4. The MACD histogram. Notice how the histogram bars shrink to zero every time the MACD and 
Signal lines converge. It makes the MACD buy and sell signals easier to see and anticipate. 





If MACD-H bars are above zero = MACD is above Signal line = Bullish 
If MACD-H bars are below zero = MACD is below Signal line = Bearish 
If MACD-H bars are at zero = MACD crossover with Signal Line = Buy/Sell Signal 
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Advanced Technical Discussion on MACD Structure 
MACD LINE 


Just like most technical indicators, the MACD are just numerical values connected together 
to form a line. Now, how are these values generated and where do they come from? 


The MACD value is obtained by subtracting a longer term MA with a shorter term MA. 
Let’s have an example to make it clearer. 





Figure 5-5. How to compute for the MACD values. The MAs used in this example are the 12- 
EMA and 26-EMA. If you subtract the values of the 26-EMA from the 12-EMA, the difference is 
the MACD value. 


Stock Knowledge: In case you have forgotten, MA values come from price (the average of price values in a 
period). So if MA is a derivative of price and MACD is a derivative of MA, then MACD is the derivative of the 
derivative of price. © 
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Figure 5-6. The relationship between MA and MACD. 





Key points in Figure 5-6: 


1. As long as the shorter term MA (12) is above the longer term MA (26), the MACD 
will have a positive value (above the zero line). That translates to a bullish price 
movement. 


2. Ifthe shorter term MA moves below the longer term MA, the MACD will have a 
negative value (below the zero line). That means that price is bearish. 


3. The point at which the shorter term MA crosses over (or converges with) the longer 
term MA, the MACD becomes zero. That means that price is changing direction. 


SIGNAL LINE 


The Signal line is the 9-period EMA of the MACD. I know it may sound confusing but 
yes, the Signal line is the 9-period moving average of the MACD. It is computed by getting 
the average of 9 consecutive MACD values just like how MAs are computed out of price. 


The main use of the Signal line is to generate buy and sell signals. The MACD line cannot 
“crossover” if it is alone. It takes two to tangle. It needs a partner Signal line to make 
these crossovers and produce buy / sell signals. See Figure 5-3. 


MACD HISTOGRAM 


The MACD Histogram (MACD-H) is calculated by subtracting the Signal line from the 
MACD. It is actually just a normal histogram that makes crossovers between the MACD 
and Signal Line more visible. If you look at the Figure 5-4, you’ll notice that every time 
the MACD crosses over or under the Signal Line, the MACD-H goes to zero (the midline). 
Yes, the crossover is visible too using the MACD lines but it is easier to detect, visually, 
using the MACD histogram. 
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Figure 5-7. The hierarchy of values. The summary of the 
illustration above goes something like this: The MACD-H is a 
derivative of the Signal line (and MACD line), which is a derivative 
of the MACD, which in turn is a derivative of MAs, which are 
derivatives of price. This illustration makes it easier for you to 
grasp the idea of the interrelationship among these indicators and 
how they are connected to the ultimate reference point which is 
price. 
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My MACD Settings 

I personally use the default “12, 26, 9° MACD 

settings. Increasing the values of the MACD and MACD Line Signal Line 
Signal Lines will result in smoother lines. If you \ 4 

have time, you may want to tinker on the MACD a a 


values on your charting software and see what MACD (12,26,9) 
happens and what suits your style. 





Figure 5-8. Standard MACD Settings 


Gerald Appel, the originator of the MACD, 

suggests the (8, 17, 9) combination for buy signals and (12, 25, 9) for sell signals. Martin 
Pring, the author of Technical Analysis Explained, suggests a (65, 90, 12) combination 
(Pring, 2002). Just by looking at the values, Appel’s (8, 17, 9) combination will be more 
“wavy compared to Pring’s smoother (65, 90, 12). How about we give their MACD 
settings a test run? 
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AC - Daily 3/8/2013 ——— 50-SMA 
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Figure 5-9. Ayala Corp. (AC) Daily Chart: 2012-2013. 





This AC chart is obviously in an uptrend as seen by higher high and higher low price 
formation and the up-sloping 50-SMA. On the bottom of the chart are the three MACD 
settings that we want to test: the (8,17,9) by Gerald Appel, our standard (12,26,9), and 
Martin Pring’s (65,90,12). I actually thought of putting “Jason MACD” instead of 
“Standard MACD” for continuity of the name format but it may be too imprudent to place 
myself in the ranks of the pillars of Technical Analysis. So “Standard” will do. © 


The up arrows are buy signals generated when the MACD line crosses above the Signal 
line while the down arrows are sell signals generated when the MACD line crosses below 
the Signal line. 


Just by looking at these buy and sell signals, you’ll notice that Appel’s settings produced 
7 trades (7 buy and 7 sell signals), the standard generated 5 trades, while Pring’s settings 
generated only | trade. It just shows that the lower the values you assign to the MACD, 
like that of Appel’s, the more buy and sell signals you will get. The higher the values, like 
that of Pring, the smoother the MACD, and the lesser signals you will get. 
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Now applying these buy and sell signals to price and simulating the trade revealed the 
following data (tax and commissions not included): 


ee, a ee 
8, 17,9 12, 26, 9 65, 90, 12 

. SS en, a ee es ee i ee 

| Total Profitin Pesos pershare | 35.90 | 36.90 | 120.00 

Be ee ee ee ee ee Ee eee 


The results show that Pring’s MACD buy and sell signal gave the highest profit, which is 
actually 3 times better than the other two! The Standard settings come second and Appel’s 
come in third, but the difference is just 1 Peso so it’s somewhat not that significant. And 
if we are to consider tax and commissions, Pring’s settings only generated one trade which 
means that the cost was kept at a minimum. More trades, as in Appel’s and Standard, 
equals more tax and commissions, which we don’t like. 













If you will remember, Gerald Appel suggested that we use the (8, 17, 9) MACD settings 
for buying and the (12, 26, 9) settings for selling. So let’s do just that and see what happens. 


Buy (8, 17, 9) 
Sell (12, 26, 9 
-Mavor rise > oe | 





No. of Trades 
| Total ProfitinPesospershare ss ||_—50.40 
No. of Losing Trades 


Now that is a significant increase in profit! The result implies that combining the Appel 
(8,17,9) for buying and Standard (12,26,9) for selling yields better results than when each 
of the two are used alone. But it also shows that the combined settings still do not compare 
to Pring’s (65,90,12) superb results. 
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Let’s try it with another stock. 


NIKL - Daily 10/1/2014 ——— 50-SMA 
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Figure 5-10. Nickel Asia Corp. (NIKL) Daily Chart: 2014. The chart shows the nickel craze of 2014. 


Let’s go straight to the point. 


8, 17,9 12, 26,9) | Sell (12, 26, 9 65, 90, 12 
No. of Trades aa aa 7 1 (no sell yet) 
5 5 


Total Profit in Pesos per 14.73 13.82 
share 






No. of Winning Trades a Pa ee 
No. of Losing Trades 


The results show that Pring’s settings still yield the best profit even though there is no sell 
signal yet as of this writing (10/1/2014). The combined settings yield slightly better results 
compared to the individual Appel and Standard settings. 





2 





Questions that you are itching to ask: 


Does this mean that the (65,90,12) setting is the super mega ultimate MACD setting 
of all time? 


No. But based on our little experiment, it is the best setting in major uptrends. The 
weakness of this setting lies in the scarcity of signals it generates and the long period it 
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needs to set-up a trade. The Appel, Standard, and combined Appel and Standard beats 
Pring settings in short term trades where the Pring setting won’t generate any signal at all. 
The result of the experiment proves that higher MACD settings which translate to longer- 
term trades are best for position traders and investors, while the lower MACD settings 
which translate to shorter-term trades are more useful for swing traders. 


Your AC and NIKL sample charts are both trending, that’s why they yielded almost 
the same results. Why not try a non-trending chart? 


Because MACD is useless in non-trending environment and should not be used in such 
cases. We use oscillators like RSI and Stochastics in non-trending conditions. 


ICT - Daily 3/5/2014 





Figure 5-11. International Container Terminal Services, Inc. (ICT) Daily Chart: 2013-2014. 
Why not try it in a downtrending chart? 


Because you are not supposed to trade downtrends, unless short selling is already allowed 
in PSE. Feel free to try it in your own downtrending chart and see how it looks like. 


What makes the Pring (65,90,12) setting so effective in uptrends? 


The reason why Pring’s settings work really nice in uptrends is because it makes you 
HOLD your position for a very long time. And in major uptrends, all you really have to 
do is HOLD on to your position. Trading in and out, based on the Appel and Standard 
MACD settings, isn’t really that efficient in major uptrends, plus the fact that you get to 
incur a lot of taxes and commissions due to the numerous trades that you do. 
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Does that mean that in major uptrends, Swing traders will never beat Position 
Traders? 


Never is a big word. In major uptrends where all you have to do is hold and sit tight, 
position traders may have a slight advantage. Though the swing trading that we have 
considered in this discussion so far is just based on MACD signals. Wait until you see real 
swing trading combining all the techniques in technical analysis. 


Swing trading and position trading have their pros and cons and are effective in different 
market conditions. Comparing them at this level is like comparing apples to oranges. Both 
fruits, both nutritious, it’s just that some like it sweet, and some prefer it citrusy. 


BASIC MACD USE 


Crossover Signals 


MACD - Signal Line Crossovers 
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Figure 5-12. MACD crossover signals. 


This should be very clear to you by now. Every time the MACD Line crosses above the 
Signal Line, it generates a Buy signal and whenever the MACD lines crosses below the 
Signal Line, it generates a sell signal. 

ADVANCED MACD USE 


Bullish / Bearish Divergence 


BEL - Daily 5/14/2014 








Figure 5-13. Belle Corp. (BEL) Daily Chart: 2013-2014. Price makes a lower low while MACD makes a higher 
low thus giving a bullish divergence signal. Soon after that low in August 2013, price recovered. 
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Trendline Construction 


TA - Daily 10/1/2014 —— S0-SMA 
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Figure 5-14. Trans-Asia Oil and Energy Dev't Corp. (TA) Daily Chart: 2013-2014. Trendlines can be placed to 
connect MACD peaks or troughs. A breakout is called when the MACD breaks out of the trendline resistance. 
Notice how it is synchronized with an explosive rally in price. Also take note of the very obvious bearish 
divergence on the second peak on May 2013. 


Price Patterns 


ELI - Weekly 10/1/2014 
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Figure 5-15. Empire East Land Holdings, Inc. (ELI) Weekly Chart: 2009-2014. Price patterns like Double Tops, 
Double Bottoms, and Head & Shoulders can also be seen in MACD. Watch the bearish divergence made by 
the Head & Shoulders pattern formed in MACD when price was still uptrending. 





The MACD is best used for its buy and sell crossover signals when price is trending. The 
divergence, trendline construction, and price patterns are just secondary uses of the MACD 
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and I actually rarely use MACD for those functions. If you want to take MACD reading 
to a higher level, then you may research further on these advanced uses of MACD. 


Controversy on the use of MACD for Overbought and Oversold Signals 


Some traders use the MACD for Overbought (OB) and Oversold (OS) signals 
but I find it impractical to do so. This is because of the fact that the MACD is 
not a bound indicator. Meaning, it has no upper and lower limits. How can you 
tell if the stock is oversold when the MACD reading can go from -10 to -20 to - 
100? And how can you say that a stock is overbought when MACD can go from 
+1 to +99? 


To make the MACD work as an OB/OS indicator, you’d have to check historical 
MACD range to get an idea on when to say that MACD is already OB or OS. 
Say in 2008, the MACD turned -25 when price hit bottom. You are assuming 
that the next time MACD hits the -25 level, then the stock is oversold, and you 
should consider buying. Now the problem is, what if after you bought, it broke 
history and MACD went down to -35 or -50? That is the problem with an 
unbound indicator, you do not know the bottom. 


Some analysts say that when MACD is already too high, (+15 in Fig. 5-9) then 
the stock is probably overbought and overextended and will soon return to 
realistic levels. But what is “too high” and what is “too low”? This is aside from 
the fact that the MACD levels for each stock is different. TEL’s (Phil. Long 
Distance Co.) MACD range is between +100 and -100 while that of MER 
(Meralco) is +20 and -20. MEG’s (Megaworld) MACD range is between +0.2 
to -0.2. 


So for everyone’s peace of mind, you may want to use technical indicators that 
are more suited for detecting Overbought and Oversold conditions. Examples of 
these are the Relative Strength Indicator (RSI) and Stochastics (STS) indicator 
which will be discussed in the next chapters. You may still push through with 
the MACD OB/OS readings if you like but you had been warned of the possible 
disadvantages of doing so. 





How can you further improve your knowledge in using MACD? 


1. Tinker with your charts. With what you’ve learned in this chapter, you can already 
try to come up with your own MACD settings. Individual stocks may also have 
different characteristics, like price movement, trendiness, or volatility, and it may be 
a challenge for you to find the perfect MACD settings for individual stocks. Try to 
see if the buy and sell signals generated by your MACD settings are reliable based on 
past price movement. If not, find the best number combination for the MACD and 
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Signal lines that will give the best entries and exits. (Ex. If you are a long term 
investor, and you like investing in MEG (Megaworld) alone, try to find out which 
MACD settings give the most timely buy and sell signals for MEG, and so on). 


2. For those who are not into settings experimentation, just use the standard (12,26,9) 
and see how MACD moves with price. Familiarize yourself with MACD behavior in 
different price conditions in different stocks. Get a notebook and take note of your 
observations. 


3. Study and compare MACD with other technical indicators. 


Umbrella Test 
When exactly do you open your umbrella? 


a) When you see the dark clouds 
b) When you hear the thunder 
c) When the rain starts pouring 


If you see the dark clouds, there is probably 50% chance that it is going to rain. Then when you hear 
the thunder, the chances of raining increases to 75%. But when the rain falls from the sky, you are 
99.9% sure that it is, in fact, raining. 


In trading, MACD triggers only when the rain starts pouring. It won't give you a signal to open your 
umbrella (to buy) unless it is sure that there is rain (a trend). Basically, it provides you with more 
certainty rather than speed. So, yes, you may already be a bit soaked when it notifies you, but at least 
you did not have to carry an open umbrella the whole day for nothing. 


CHAPTER & - RELATIVE STRENGTH INDICATOR (RS!) 


RSI is a momentum indicator developed by Welles Wilder. It measures the speed and 
magnitude of price movement. It is a bound oscillator which means that its numerical value 
oscillates or bounces along a confined border of 0 to 100. 


RSI STRUCTURE 


Overbought Region . jp ro 





Figure 6-1. The RSI structure. 


RSI is a I-liner. Compared to MACD (2 lines), Stochastics (2 lines) and ADX (3 lines), 
RSI is just a single line bouncing up and down a defined range of 0 to 100. The Oversold 
Region is the area below 30 and the Overbought Region is the area above 70. 


RSI measures the strength of a stock by comparing the average gains on days that the stock 
closed positive to the average losses on days that the stock closed negative. To put it 
simply, RSI’s values depend on how a stock closed. The more days when price closes in 
green, the more RSI approaches the 100 mark (overbought) and the more red closes there 
are, the more RSI approaches the 0 mark (oversold). 


So expect a stock that has already been sold down for a few days to linger below 30 level. 
They are considered candidates for buying because they are deemed “oversold” already. 
Same goes with stocks which had been rallying and closing with green candles lately. 
Expect RSI to reach beyond 70 level giving it an “overbought” status. An overbought 
stock is prone to profit-taking or selling. 





Qeerscia —| WwW 


Figure 6-2. RSI overbought and oversold readings. 


On the next page is Mr. Wilder’s formula for computing the RSI. You don’t really have to 
know or memorize it to be able to use it. Thanks to modern charting software, we no longer 
have to do the dirty mathematical work that our trading forefathers used to compute in 
paper every day. I just thought that maybe some of you may want to know how the 
indicator came out to be. But for those of you who couldn’t care less, feel free to skip the 
formula and proceed to how RSI is used in real life. 
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RS! computation: 


RSI =100- 100 
1+RS 


Where: 
RS = Average Gain / Average Loss 


When today’s close is higher than yesterday's close. The difference is the Gain. 
When today’s close is lower than yesterday's close. The difference is the Loss. 

The average of the gains divided by the average of the losses over a period (usually 
set to 14) is the Relative Strength (RS). 


My Personal Settings: 


I use the standard 14-period RSI. Setting the period to 14 means that the RSI will compare 
the Close values within the past 14 days (in a daily chart). Setting it to a shorter period, 
like 5, will make RSI more spikey, hitting above 70 and below 30 more often, thus giving 
more Overbought and Oversold signals. Setting it to a longer period, like 45, makes it less 
wobbly and thus giving less signals. 


You may experiment on the values if you like. It is easy to change the period in most 
charting software. Here are some commonly used periods in RSI: 


For Daily Charts: 9, 14, 25, 30, 45 

For Weekly Charts: 13, 26, 39, 52 (these numbers are derived from 3, 6, 9, 12 months, 
respectively) 

For Monthly Charts: 9, 12, 18, 24 (these numbers are derived from I, 1.5, 2 years, 
respectively) 

Source: Technical Analysis Explained by Pring 


But if you’re like me who do not want to complicate things, just set the RSI to 14 then 
move on. It should be enough to get you the right signals most of the time. Just experiment 
on the other periods later on when you are more comfortable with the RSI already. 


As a rule, the longer the timeframe, the more significant is the reading. It means that an 
oversold signal in a monthly chart is more significant than an oversold signal in a daily 
chart. It is possible that different timeframes would give different readings. The monthly 
chart may give you an oversold reading, while the daily may give you an overbought 
reading. It is important that you set your charts on your intended timeframe. If you are a 
short term trader, the daily chart is your chart. If you’re long term, then the monthly or 
even the yearly chart is your chart. 
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The best buy signal is one that is coming from a stock that is Oversold on the monthly, on 
the weekly, and also on the daily charts because long and short time frames agree to a 
unanimous signal. The readings from different timeframes strengthen your conviction on 
the possible future direction of price. 


BASIC RSI USE 
Oversold / Overbought Signals 


The Oversold and Overbought readings of RSI are used to generate buy and sell signals, 
respectively. Waiting for a stock to be oversold (RSI < 30) before actually buying it 
increases the likelihood that selling has already been exhausted, hence price may already 
recover. Conversely, you would want to wait for a stock to be overbought (RSI > 70) when 
you sell because that’s the point when price may already have difficulty advancing and 
when demand has already been saturated. 


When Exactly to Buy? 


Stock’s price falls together with RSI. 

RSI falls below 30 giving you a Buy alert signal. 

Price gives a Sign of Reversal (SOR) and RSI hooks up. 

Buy on the SOR candle (aggressive) or wait for confirmation by buying above the 
high of the SOR candle on the next day (conservative). To review the discussion 
on SOR and entries, see Chapter 2. 
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BHI - Daily 10/14/2013 
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Figure 6-3. Boulevard Holdings, Inc. (BHI) Daily Chart: 2013. 
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When Exactly to Sell? 
1. Stock’s price rises together with RSI. 
2. RSI goes beyond 70 giving you a Sell alert signal. 
3. Price gives a Sign of Reversal (SOR) and RSI reverses. 
4. Sell on the SOR candle (aggressive) or wait for confirmation by selling below the 


low of the SOR candle on the next day (conservative). 


For volatile stocks like our example in Fig. 6-4 (BHI), an overextended move like that very 
long bullish candle on September should be sold right when the RSI touched overbought 
condition or on the day of the parabolic rally itself. The specific entry and exit points may 
be subjective and may depend on the current movement of the stock in play. To maximize 
profits, you have to adjust your strategy based on what is presented to you. For a discussion 
on SORs and exits, see Chapter 2. 


Important: Do not use RSI signals alone as entry or exit criteria. Always confirm with price and look for 
Signs of Reversal (SOR) in price. Price is the most important consideration in any pattern. 


Invalid RSI Readings 


When RSI goes below 30 in a ranging or sideways stock, we use this oversold signal as an 
opportunity to buy. However, in a downtrending stock, RSI naturally stays below 30 fora 
long time, hence the oversold signal isn’t a reliable reason to buy. 
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Figure 6-5. Oriental Peninsula Resources Grp. Inc. (ORE) Daily Chart: 2013. The Tale of the Oversold Newbie. 
The novice trader wants to buy ORE because of some “tip” he got from a friend. He was waiting for an oversold 
signal from RSI to buy and he gets it on the last week of April, 2013. He watched as the downtrending stock 
made his portfolio a bit more red every day. He didn't think that a stock can stay oversold for such a long time. 
In fact, ORE stayed oversold for almost three months! On June 25, he finally decided to cut loss as ORE breaks 
P1.50 with a long red candle. “This forsaken stock is probably going to zero!” he tells himself. A few days later, 
ORE bounces back to P2.0, and the novice trader concluded that the market just hates him. Trading Lesson: 
A downtrending stock is a stock that is being sold heavily which makes any RSI oversold signal invalid. 
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Important: RSI overbought and oversold signals work perfectly in ranging or non-trending markets (stocks) 
and is somewhat unreliable in trending ones. This is because RSI is expected to be overbought and to 
Stay overbought in an uptrend and is expected to be oversold and to stay oversold in a downtrend. 


Same goes when RSI moves above 70, we use this overbought signal to sell in sideways 
markets. But in an uptrending stock, RSI stays above 70 most of the time such that RSI 
overbought signals are considered undependable. 


MARC - Daily 1/23/2014 
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Figure 6-6. Marcventures Holdings, Inc. (MARC) Daily Chart: 2013. The Tale of the Overbought Newbie. After 
months of consolidation, MARC breaks out on Oct. 7, 2013, to start a month-long uptrend. Notice how RSI 
instantly hits overbought level on Day 1 of the breakout. The novice trader reads the RS! as “overbought” and 
decides not to buy because the RSI gave a “sell” signal. In fact, MARC spent an entire uptrending month in the 
overbought territory! The opportunity was there the whole time but the novice trader totally missed it because 
he thinks that the stock will go down in the next few days as it is already overbought. Frustrated that the stock 
is not going down according to his overbought theory, he surrenders and decides to get in on November only to 
get killed because the trend already reached its peak. His mistake was that he used the wrong indicator at the 
wrong time. Trading Lesson: RSI overbought signals can be pretty inaccurate in uptrending stocks. 


The RSI overbought / oversold readings work best in ranging or sideways price movement. 
Do not use RSI’s overbought and oversold signals in trending markets. There’s no such 
thing as “over bought” in uptrending stocks and “over sold” in downtrending stocks. It’s 
short of saying that a stock is expected to be overbought and to stay overbought if it is 
uptrending. And that it is expected to be oversold and to stay oversold if it is downtrending, 
until the entire trend is consumed. 


RS! |77 


ADVANCED RSI USE 
1. RSI Divergence 


Divergence happens when RSI does not agree with price. This is my favorite use of RSI. 
As a “leading indicator”, RSI helps you identify possible reversals before they happen. 
You'd have to look for bullish divergences and bearish divergences in RSI to stay ahead 
of price. 
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Figure 6-7. RSI bullish and bearish divergences. 





Bullish Divergence happens when Price makes a Lower Low (LL) but RSI makes a Higher 
Low (HL). RSI does not confirm the LL formation in price thus price is expected to 
recover. 


Bearish Divergence happens when Price makes a Higher High (HH) but RSI makes a 
Lower High (LH). RSI does not confirm the HH formation in price and price eventually 
falls. 


MEG - Weekly 12/27/2013 
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Figure 6-8. Megaworld Corp. (MEG) Weekly Chart: 2005-2013. MEG formed a double top (higher high) price 
pattern in 2007 but a bearish divergence (lower high) can be clearly seen in RSI. If you did not sell on the 
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second peak, you were in for some major correction in 2008. In early 2009, Price made a lower low, but RSI 
made a higher low which shows a bullish divergence. Buying on the second low was a profitable experience 
because it was the start of price recovery for MEG. In 2013, once again, MEG showed a bearish divergence 
that warned holders of an impending correction. 
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Figure 6-9. Philippine National Bank (PNB) Daily Chart: 2010-2011. After a big rally from July to Sept. 2010, 
PNB met resistance at the P73.50 level. A retest of this high showed bearish divergence on RSI. That was a 
timely indication that price may soon follow RSI’s lead and head down. 


RCB - Weekly 9/20/2013 








Figure 6-10. Rizal Commercial Banking Corp. (RCB) Weekly Chart: 2006-2013. In early 2007, RCB’s price 
made a very steep rally but RSI did not confirm it. Soon enough, RCB went into a gradual decline. In 2009, 
price made a lower low but RS! made a higher low giving a bullish divergence. The lower low in 2009 was the 
start of RCB’s recovery and was a good place to enter a long position. In 2013, RCB once again made a higher 
high in price but a lower high in RSI. The second peak was followed by a deep correction. 
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Figure 6-11. Lepanto Consolidated Mining (LC) Daily Chart: 2013. Those who wanted to trade a downtrending 
LC had an entry opportunity when price made a lower low on June 2013, while RS! was giving a bullish 
divergence. The rally was short-lived though, but it was good enough for a profitable trade. 


2. RSI Trendline break 


Just like in MACD, it is possible to create trendlines by connecting significant peaks and/or 
troughs in the RSI chart. The same trendline rules in price (as discussed in Chapter 9) 
apply to RSI. 
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Figure 6-12. Philex Mining (PX) Weekly Chart: 2007-2010. Notice how RSI gave an advanced signal to buy by 
breaking its downtrendline a month before price does. RSI has always been a leading indicator. 
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3. RSI Price Patterns 


It is also possible to create (price) patterns, like Head & Shoulders, double tops, and wave 
counts in RSI. It takes practice and experience to spot them though. 


RIC- - Weekly 11/5/2010 
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Figure 6-13. Robinsons Land Corp. (RLC) Weekly Chart: 2007-2010. RSI broke out of a triangle pattern giving 
a buy signal on March 20, 2009. If you were just looking at price, there was no clear evidence of recovery during 
that time. 





I do use the RSI Overbought/Oversold function, but the Divergence readings are my 
favorite. The RSI Trendline construction and RSI Price patterns are sometimes useful (if 
you can spot them) but can be considered miscellaneous functions of RSI. 


How can you improve your skills in using RSI? 


1. Spend time with your charts. See how RSI changes in different price conditions. 
Search for stocks that give excellent and timely RSI signals (some stocks give 
better RSI readings than others). 


2. Examine how RSI interacts with other technical indicators. It is good to combine 
leading (RSI, STS) and lagging (MACD) indicators in charting. 


3. Ifyou really want to be an RSI chartist, you may research further on the internet 
on how to take RSI reading to a higher level. I know of good technicians who use 
RSI as their main tool for making trading decisions. For me though, the basic use 
of RSI is enough. 
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#Friendzoned 


A boy was holding a bouquet of flowers while waiting for a girl at the canteen. He was so sure that today 
would be the best day to ask her out on a date and tell her how much he likes her. “How can it go 
wrong?” he reassures himself. Three weeks ago, she borrowed his pen before their exam. Two weeks 
ago, she asked him to be her partner for the final lab experiment. Last week they were texting all night 
about their project that he has been working on, alone. She even texted, “I am so lucky to have you!” 


For him, it has been a series of higher highs in their “mutual understanding” and it is about time to seal 
the deal. So when she entered the canteen, he was ready — until he saw her sharing a slice of cake and 
acting so sweet with the campus heartthrob. When it dawned to him that his ultimate crush was already 
in a relationship, everything he ever thought of came crashing to the tune of “where do broken hearts 
go?” 


That's what happens when you miss out on some important details. Had there been a real life RSI, he 
might have detected whether or not the “momentum” he felt was really valid and did not have a negative 
divergence from reality. 


CHAPTER 7 - STOCHASTICS (STS) 


Stochastics, just like RSI, is a momentum indicator. There is a slight difference in how 
they are computed but they offer you the same thing — a proof that a stock is getting 
overbought or oversold. 


In an uptrend, price usually closes near the highs creating those white candles in Fig. 7-1. 
This is likely to make the stock overbought which can be confirmed by looking at the STS 
crawling its way up to the upper, overbought region ofits range. Once price starts closing 
near the /ows (seen as black candles), it is a sign that the up move might be over soon. This 
is what Stochastics keeps an eye on. It warns you of impending changes in price direction 
by checking if price has been closing up or down lately. 


Typical Uptrend Reversal 
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Figure 7-1. Up move reversal. As the up move weakens, STS hooks down. 


Conversely, in a downtrend, price tends to close near the /ows of the candles’ range, thus 
forming mostly black candles as seen in Fig. 7-2. This is likely to make the stock oversold 
which is confirmed by an STS falling down to the lower, oversold region of its range. 
When price starts closing near the highs of the candles (seen as white candles), it signals a 
possible reversal. That is when Stochastics starts hooking upwards. STS makes sure you 
don’t miss the U-turn. 
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Figure 7-2. Down move reversal. As price recovers, STS makes a U-turn. 
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STS STRUCTURE 


STS - Stochastics (15,3.3) 





Figure 7-3. STS structure. 


Stochastics, just like RSI, is a bound indicator with a lower limit of zero (0) and a higher 
limit of 100. 


The region above 80 is the Overbought territory and whenever Stochastics reaches that 
area, selling ensues and price is anticipated to go down. 


The region below 20 is the Oversold territory and whenever Stochastics touches that area, 
people start buying and price is expected to recover. 


STS makes use of the current closing price and compares it to previous highs and lows of 
a period, to come up with numbers that will eventually translate to overbought and oversold 
signals. 


Important: During strong uptrends, STS may become overbought and stay overbought during long 
periods. This overbought signal should be regarded as a sign of sustained buying pressure more than a 
sign of trend reversal. Same goes with strong downtrends. STS may stay oversold for long periods and 
should be read as a sign of continued selling pressure, instead of a buy signal. As a rule, Stochastics 
Overbought/Oversold signals, just like in RSI, are most useful in ranging or sideways price movement more 
than in trending ones. 


“%K and %D Lines 
STS is composed of 2 lines, the %K and %D. 


“oK moves faster and changes direction sooner than %D. It is the thicker, 
more wiggly line (see Fig. 7-3). 


“oD is the slower, dotted line. It creates major signals which are considered 
more significant than that of %K. 


Martin Pring remembers %K as the “Kwicker” one and I remember %D as the “Dragging” 
one. 


For those who want to know how George Lane came up with the STS indicator, I’ve 
provided the formula on the next page. For those who do not want to know the 
computation, it’s alright. Just skip it. You can readily use the STS indicator without 
knowing this. Just come back to it when you feel the need to. 
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STS lines computation: 


%K = [(C — Lis) / (His — Lis)] * 100 
%D = 3-period Moving Average of %K 


Where C — Current price 
Lis — Lowest price in 15 days 
His — Highest price in 15 days 


*the period used is days and the value is the standard 15 but these can be changed. 


My STS Settings 


Period WK %D 


Se bt 


STS - Stochastics (15, 3, 3) 


Figure 7-4. Standard STS settings. 





I personally use the default “15, 3, 3” settings for my STS indicator. Some use 14 for the 
period but the readings don’t really change much. Changing the values of %K and %D to 
higher than 3 make the movements smoother. If you have time, you may want to tinker on 
the values and see what happens and what suits your style. 


BASIC STS USE 

When the 2 STS lines reach the Oversold %K crosses below %D 
region below 20, a Buy opportunity is Per a= 
prompted. But the actual Buy signal is only { 


triggered once the %K line crosses above the 
% D line. 


Same goes when STS reaches the Overbought 
region above 80. This should warn you of a 
possible Sell alert but the actual Sell signal is 


triggered once the %K line crosses below the 
° P %K crosses above %D 
%D line. 


Buy Signal 





Figure 7-5. STS crossover buy and sell signals. 
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ABS - Weekly 10/12/2014 
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Figure 7-6. ABS-CBN Corp. (ABS) Weekly Chart: 2011-2014. Combining STS overbought/oversold signals 
with Signs of Reversal (SOR) in price will give you the best entries and exits in this ABS chart. 





Important: Do not use STS buy and sell signals by themselves. Always consider price movement 
(candlestick formations) as your primary criteria for buying and selling. STS, just like other technical 
indicators, should only strengthen price signals but not replace them. 


ADVANCED STS USE 
1. Divergence 


Just like in RSI, divergence happens when STS does not agree with price. 


BULLISH DIVERGENCE 
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Figure 7-7. Bullish and bearish STS divergences. 


Bullish Divergence happens when Price makes a Lower Low (LL) and STS makes a 
Higher Low (HL). 


Bearish Divergence happens when Price makes a Higher High (HH) and STS makes a 
Lower High (LH). 
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Stochastics is known to be a “leading indicator” in the sense that it warns you of potential 
changes in trend before it happens. The best example of this warning power of STS is 
during Divergence. 


In Bullish Divergence (see Fig. 7-7), price plunges on a downtrend making a dip and 
another lower dip or what we call lower low (LL). Stochastics, however, does not confirm 
the second price dip and instead makes a higher low (HL). In cases like these, expect price 
to follow stochastics’ lead soon and reverse to the upside. Bullish Divergences are 
opportunities to Buy. 


In Bearish Divergence, price goes up in an uptrend and breaks the previous high on the 
second attempt forming a higher high (HH). Stochastics, however, does not confirm this 
and makes a lower high (LH) instead. In these cases, expect price to follow the bearish 
sign given by stochastics and use this opportunity to Sell your position. 


URC - Daily 1/16/2014 
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Figure 7-8. Universal Robina Corp. (URC) Daily Chart: 2014. This chart shows how STS can sometimes detect 
divergences when other indicators can’t. Still, it is best when all indicators point at the same direction. 
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AEV - Daily 7/12/2013 
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Figure 7-9. Aboitiz Equity Ventures, Inc. (AEV) Daily Chart: 2013. Both STS and RSI showing bearish 
divergence when price made a higher high on the second peak on March 2013. The more indicators giving the 
same reading, the better is the reading. 


SLI - Daily 10/7/2014 
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Figure 7-10. Sta. Lucia Land, Inc. (SLI) Daily Chart: 2014. After the breakout at P0.66 on April, SLI continued 
to rally until it reached a whole number resistance at 1 Peso on June. It retested the 1-Peso level on July, 
making a higher high in price but making lower highs on STS, RSI, and MACD. The bearish divergence on all 
three technical indicators coupled with a whole number resistance, give us enough reason to sell. 


2. Extremes 


There are times when STS will reach extreme Overbought levels (close or equal to 100) or 
extreme Oversold levels (close or equal to 0). These extreme STS signals are cues to 
impending reversal. Combine them with price patterns and SORs, and you get high 
probability entries and exits. 
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IMI - Weekly 11/28/2014 
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Figure 7-11. Integrated Micro-Electronics, Inc. (IMI) Weekly Chart: 2012-2014. Coming from extreme oversold 
conditions where IMI actually recorded flat 0.00 for both %K and %D on the first few days of Sept. 2014, this 
Stock is just waiting for an SOR to recover. On Sept. 11, an SOR showed up and the bullish gears were once 
again set in motion. 





3. Hinges 


Stochastic Hinges are seen in charts as flattening of the STS line right after a directional 
move. These hinges signify change in trend or weakening of the current trend. 
Recognizing STS hinges gives you a heads up in timing your entries and exits. 


RRHiI - Daily 7/31/2014 
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Figure 7-12. Robinsons Retail Holdings, Inc. (RRHI) Daily Chart: 2014. This chart shows the dynamics of price 
and stochastics. Price goes down and STS becomes oversold. STS then creates a hinge giving hints of 
possible reversal. Price recovers and STS becomes overbought. STS creates a hinge once again giving cues 
to sell. 
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How can you improve your stochastics readings? 


1. Chart practice. Use STS on your chart and remove all other indicators. Observe 
how it moves with price on different stocks. 


2. Put STS side by side with RSI and compare their signals relative to price 
movement. 


3. Examine the effectiveness of combining STS with MACD (leading + lagging 
indicators) on your favorite stocks. 


4. Explore different STS settings that will generate the best buy and sell signals for 
a stock that you invest in. 


Marimar! Aww! 


Sefiora Santibafiez persuaded Marimar to pick up a piece of bracelet in the mud using her teeth. The 
poor girl hesitantly complied while the fierce Senhora stood there, laughing. But then Marimar was 
accused of stealing that bracelet and was later on sent to prison. While she was in prison, Sefiora 
Santibafiez sent her goons to burn down Marimar’s hut, which resulted to the death of her grandma and 


grandpa. 


While watching the wretched scene, you are sure in your heart that this should be the final strand of 
adversity, this is where the hurting stops. This is where the stock is already oversold. This should be 
the point where the helpless, battered heroine starts pulling herself together, amassing some wealth, 
and eventually turning the tides to her favor. 


Being exposed to these telenovelas somehow gives us intuition or a feeling on where the turning point 
of the story will happen. And if you weren't able to develop this kind of intuition, then let the Stochastics 
indicator tell you when. 


CHAPTER 8 - DIRECTIONAL MOVEMENT INDEX (DMI) 


If the buy and sell signals of indicators like MAs and MACD are used in trending stocks 
and the overbought and oversold signals of indicators like RSI and STS are best in non- 
trending stocks, is there an indicator that can tell us if a stock is trending or not? 


Fortunately there is, and we call it DMI or Directional Movement Index. It tells you ifa 
stock is trending or not so you can choose the right indicator and act accordingly. 


DMI STRUCTURE 


This is how the DMI indicator looks like. It is composed of 3 lines namely, ADX, +DI, 
and -DI. 


—— ADX, —— +DI, ------ - 





Figure 8-1. The DMI indicator. 


Let’s deal with the 3 lines separately. 


ADX (14) 
Trending Zone 


Non-Trending Zone 





Figure 8-2. The ADX. 


The Average Directional Index or ADX is the line that tells you if a stock is trending or 
not. 


If ADX goes above 30 = stock is trending. 
If ADX is below 30 = stock is non-trending. 


So in ADX, the only number that you need to look out for is the 30 mark. Pretty simple 
right? 


But there’s a little problem with ADX. It tells you whether price is trending or not but it 
doesn’t tell you the direction of the trend, if it is up or down. In a downtrend, ADX will 
still go above 30 because price is trending, only downwards. 


To solve this problem, the +DI and —-DI components are employed. They tell the direction 
to where price is heading — if it is up or down. 
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Figure 8-3. The +DI (continuous line) and —-D! (dashed line). 


If +DI is above the —DI = trend is up. 
If +DI is below the —DI = trend is down. 


The point where the +DI and —DI converge is called the crossover. Crossovers mark the 
change or switch in trends. 


Important: The +D! and -DI readings matter only when the ADX line is above 30. When the ADxX line is 
below 30, it means that price is non-trending (sideways) and the +DI and —DI positions will not give any 
meaningful conclusion. 


The ADX “trend reading” in itself is incomplete, likewise the +DI/-DI “directional 
reading” alone is also inconclusive. The ADX, +DI and —DI should work together to 
complete the DMI reading. If price and volume is the Batman and Robin of charting, then 
ADX, +DI and —DI could be the Tito, Vic and Joey of trend reading. © 


My DMI Settings 


I personally use the default 14-period setting for my DMI. Lowering the period makes the 
indicator too volatile while increasing it makes the indicator to flat and wide. Feel free to 
experiment with different settings but I know you’!l come back to 14. 


BASIC DMI USE 


The basic use of DMI is to confirm for yourself if the stock is indeed trending or not. Some 
traders use the +DI / —DI crossover to trigger buy or sell signals but that is quite an 
unpopular use of DMI. 
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Trending / Non-Trending Signals 
ACR - Daily 10/7/2014 
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Figure 8-4. Alsons Consolidated Resources, Inc. (ACR) Daily Chart: 2014. This illustrates how reliable DMI is 
in determining if a stock is trending or not. During the 1%‘ quarter of 2014, when price was in consolidation, the 
ADX reading was below 30. After the breakout on March, ADX gave above 30 reading, signaling that ACR is 
trending and you may want to buy the pullbacks. On July, ADX gave below 30 reading once again which means 
that the uptrend has ended and price shifted to sideways movement. 


+DI / - DI Crossover Signals 


TFHI - Daily 10/7/2014 
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Figure 8-5. Top Frontier Investment Holdings, Inc. (TFHI) Daily Chart: 2014. Two buy and two sell crossover 
signals were generated by the +Di/-DI indicators in this chart. All of those signals were made when ADX was 
above 30. When ADX started to fall below 30 on September, price went sideways, and the +DI/-DI signals were 
no longer effective. TFHI’s price movement in this chart is very clear cut and it is ideal to incorporate an 
additional trending indicator like MACD in your chart, to improve your readings. The +DI/-DI crossover signals 
may not be this neat in more volatile stocks. 
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How to Use DMI effectively? 


l. 


I use DMI to validate the trendiness of price movement. But I assess the status of a 
trend primarily by looking at price movement (higher high and higher /ow formation 
in uptrends) and secondarily by looking at the 50-MA slope (angled up). 


DMI is used to identify uptrends so you can buy on pullbacks. A non-trending DMI 
reading is used for range trading so you can buy at support and sell at resistance. 


A trending DMI reading reminds you to use the trend-following signals of MA and 
MACD while a non-trending DMI reading prompts you to employ the overbought / 
oversold signals of RSI and STS. 


DMI has the unique feature of providing a numerical value to determine if price is 
trending or not. This is particularly useful for advanced traders who use codes for 
scanning stocks or for programming their computerized trading systems (tech geek 
stuff). An uptrend is easily defined by the “ADX > 30” criteria rather than one which 
involves measuring the angle of the Moving Averages or spotting higher-high and 
higher-low movement in price. 


As you advance your technical knowledge you may eventually lose interest with the 
+DI / —DI indicators and may opt to drop them altogether (poor Vic and Joey). By 
then, the ADX component alone will be enough for you to tell if a stock is trending or 
not. If ADX is above 30 and you want to know the direction of the trend then the most 
practical thing to do is just look at the price movement. Just by looking at price, it 
should be easy for you to tell if a stock is moving up or down without using the +DI 
and —DI indicators. 


Hashtag 


Prior to 2007, we relied mostly on newspaper headlines or magazines to get a preview of what's 
circulating in mainstream media here and abroad. Now we can thank Chris Messina, a social technology 
expert, for revolutionizing news and current affairs with what we now call the hashtag. 


Originally known as the pound or number sign, the hashtag is used to sort topics and information in the 
internet. When a word or phrase is preceded by a hashtag, this particular word or phrase will immediately 
be indexed by the social network and automatically become links that are searchable by other users. 


When a lot of people use the same hashtag over a period of time, a trend is created. Hence we have 
what we call the trending topics that are being updated by the minute. The algorithm that is employed to 
identify trending topics does not discriminate between positive or negative trends. Whether it is about 
victory or scandal, the algorithm captures only the hottest emerging topics, not just the good ones. 


This is what DMI does for us. It tells us which stocks are being constantly traded for a given period of 
time regardless if they are trending up or down. So if you want to know which stocks are trending, either 
try the hashtag or just use DMI. #DMI #trendingindicator #thetradingcode 


CHAPTER 9 - TRENDLINES 


Trendlines will be the first charting tool discussed in this book that you will have to plot 
yourself. Trendline is one of the most basic tool in charting and it may take some time and 
practice to be good at drawing them. Well, the drawing part is easy. It’s just a line anyway. 
What takes a little time to develop is the quick recognition of which significant points to 
connect. But you'll be good at it in just a few tries. So what are you waiting for? Geta 
hold of a chart and start drawing those trendlines! 


How to Plot Trendlines on the Chart 


1. The number one rule is that there are no strict rules in plotting trendlines. What we 
have instead are loose guidelines. Believe me, it takes more practice than theory to be 
good at this. 


2. Inuptrends, connect two successive /ows, then extend the trendline. 
In downtrends, connect two successive highs, then extend the trendline. 
In sideways movement, connect the highs and connect the /ows to identify resistance 
and support, respectively. 


Trendlines 
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3. I prefer to use the candles’ tails 
(highs and lows) instead of bodies 
(open and close) when plotting 
trendlines. This is because the 
highs and lows are significant 
points in candlesticks. The highs 
represent the maximum level that 
price was able to reach before 
sellers overwhelmed the buyers; 
and the /ows represent the price 
where buyers are supporting the 


High / Low Open / Close 





Figure 9-2. Connecting tails vs. bodies. 
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stock. To intentionally disregard or bypass the highs and lows by using the open and 
close in plotting trendlines, is not justifiable in my opinion because you’ll be missing 
significant parts of candlesticks by doing so. So far, the high/low combination has 
worked efficiently for me, for years. 


Trendlines are not static. You must adjust their position or angle if needed. The chart 
below shows how trendlines are adjusted based on accelerating price movement. 
Notice how price was getting more bullish as time passes such that the 1“ trendline 
(TL) is no longer enough to represent the current price action. Trendlines are 
continuously adjusted to fully illustrate the current price movement. 


Trendline Adjustments 





Figure 9-3, Adjusting trendlines 


Logarithmic Chart vs. Linear Chart 


There are two ways on how data can be presented on a chart, either Logarithmic (Log chart) 
or Linear (Lin Chart). There is usually an option in your charting software settings to set 
the chart in Log or Lin view. 


Just by visual inspection of the long-term charts in Fig. 9-4 and 9-5, you’ll see much 
difference in the way price movement is being presented in a Log chart compared to a Lin 
chart. Notice that I used the same data on the same stock but the resulting trendlines appear 
differently. 


I’ve listed below the difference between a Log chart and a Lin chart: 


l, 


The main difference lies in the numerical scale of price on the right side of the chart. 
The Lin chart’s scale is equally spaced while the Log chart’s scale is not. 


The Log chart’s scale is plotted in such a way that the vertical distance on the scale 
represents the actual magnitude of the percent change in price. 
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Looking at the ALI Log chart in Fig. 9-4, the distance between the price change from 
P4.00 to P8.00 (+100% increase) is equal to the distance from P8.00 to P16.00 (also 
+100% increase). 


Comparing it to the ALI Lin Chart in Fig. 9-5, the distance from P8.00 to P16.00 is 
twice as large as that of P4.00 to P8.00, as if the price change from P8 to P16 is larger 
than P4 to P8. In the Lin Chart again, the distance between P4.00 to P8.00 (+100% 
increase) is the same as P32.00 to P36.00 (+12.5% increase) which gives a false 
perspective of the real percentage increase in price. 


ALI - Weekly 10/8/2014 
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Figure 9-4. Log chart. 


ALI - Weekly 10/8/2014 
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3. The ALI Log chart in Fig. 9-4 gives clear and meaningful readings to historical prices 
(when price was still low at P4.00-level) even when the current price has already gone 
up (P36.00-level). However, in the Lin chart, you can barely see old candles in 2001 
to 2005. The more recent candles are the only ones with clear price movement. 


4. The ALI Log chart gave a very meaningful trendline analysis when we connected the 
troughs of 2001 and 2002. The Lin chart, on the other hand, has the same data but the 
resulting trendline analysis is substandard. 


5. Remember to use Log setting for charts covering long periods and huge price scale 
fluctuations. For shorter time frames (seconds, minutes, hourly, and daily charts that 
are of less than one year duration) and normal price scale fluctuations, the Lin and Log 
charts do not have much significant difference. 


Stock Tip: There is usually an option for arithmetic (Lin) or logarithmic (Log) scale in your charting 
software. Arithmetic scale is most commonly used. We only use Log Scale for timeframes that are longer 
than 1 year. This is because Log charts are better adjusted to wide changes in price than Lin charts. 


BASIC TRENDLINE USE 


1. Trendline violation. Trendlines are used to monitor and validate trends. A break or 
violation of the trendline means that the prevailing trend is over and this should prompt 
you to adjust your trading strategy accordingly. 


BPI - Daily 7/22/2013 Up Trendline Break 
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Figure 9-6. Bank of the Philippine Islands (BPI) Daily Chart: 2012-2013. The first trendline cleanly marked the 
uptrend from Oct. 2012 to Mar. 2013. On March 13, a long solid black candle violated the up trendline and 
therefore hinted a possible change in trend. If you were trading the uptrend, it was a good sign to exit. The 
uptrend shifted to sideways trend and the trendline is adjusted and plotted horizontally to mark the support line. 
On May 2013, the sideways support trendline was broken and this marked another shift in trend, this time, to 
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the downside. On June 2013, the down trendline was violated marking a shift from downtrend to sideways, and 
thus showing signs of recovery. 


2. Support and Resistance (SAR). Trendlines, just like Moving Averages, are lines of 
support and resistance. They are usually plotted and extended to locate and mark possible 
SAR areas. As a rule, the more times a trendline is touched by or approached by price, the 
more significant it is as a support or resistance. Hence, the more significant a trendline is, 
the more explosive is the move that follows after it has been broken or violated. The 
discussion in Ghostlines below have ample chart examples on trendlines acting as support 
and resistance lines. 


GHOSTLINES 


Ghostlines or Ghost Trendlines are very long trendlines coming from historical price 
movements. They are not used to monitor or validate trends. Instead I use them to look 
for support and resistance areas which are otherwise difficult to detect. | call it Ghostline 
because it haunts price from the past and is usually invisible to the average eye. 


Proper Use of Ghostlines 


1. Use Log instead of Linear setting when dealing with charts of more than | year period. 
Compared to a Linear chart, the Log chart is better adjusted for large price fluctuations 
that happen over long periods. In your charting software, there is usually an option 
where you can easily change the axis / grid setting from Lin to Log and vice versa. 


2. Ghostlines are made by connecting 2 significant peaks and/or troughs (points of origin) 
and extending them to the right (into the future). In my sample charts in the next 
pages, the significant points of origin are highlighted and placed in a black box. 


3. The more significant the peak and/or trough, the more significant is the resulting 
Ghostline. Major peaks and troughs are more significant than their minor counterparts. 


4. The older the Ghostline, the more significant it is. Ghostlines that are a decade old are 
definitely more significant than Ghostlines existing for a few months. 


5. Ghostlines should not be used as the sole basis for buying and selling positions. It 
should be used like any other indicator. It adds evidence and strength to your 
conviction but price action is still the primary basis. 
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Ghostlines have no end. They extend far beyond the future. The decisions we make today 
will still influence the chart 20 years from now and beyond. So what are you waiting for? 
Start plotting Ghostlines on real charts and expose those hidden support and resistance 
lines! © 


Make or Break 


Manny Pacquiao is the first and only boxer who won ten world titles in eight different divisions. As of 
this writing, he has won 57 out of his 64 total fights. | tried to make a chart out of his wins and losses, 
adding 1 point per win, and subtracting 1 point per loss. He has lost only 5 bouts (with 2 draws) and 
those are the dents you see in the supposedly straight line (if you are using Mayweather's unbeaten 
record as reference). 


Pacquiao - Mayweather Boxing Careers 
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While plotting the chart, | was surprised to learn that Pacquiao loses once per 16 fights, then resumes 
a 15-bout winning streak. That's his trend. 


However, in his 2012 fights he broke his trend when he lost 2 consecutive fights. First with Timothy 
Bradley (fight #60) followed by a KO loss from Juan Manuel Marquez (fight #61). This made his boxing 
fans a bit anxious. If you are the kind who bets during Pacquiao fights, then a Pacquiao-Mayweather 
fight may be your biggest trade. 


Will Pacman’s trend recover and will he finally break Mayweather's long-term trendline? | can’t wait to 
find out! 


Chapter {0 - Channel Lines 


Channel Lines (CL) are enhancements of trendlines wherein another line is placed parallel 
to a trendline, thus creating a “channel” or “path” where price is expected to bounce up and 
down. Once price is inside a channel, the idea is that it stays confined with the upper and 
lower channel lines until the trend changes and the channel is broken. But until that 
happens, price movement can be timed and anticipated thus providing profitable 
opportunities to a trader. As much as they are also trendlines, we won’t be using the word 
trendline anymore to avoid confusion. Instead, we’ll be referring to the lines as (upper and 
lower) channel lines from here on. 


How to Plot Channel Lines on the Chart 
In uptrends (see Fig. 10-1): 


(1) First connect consecutive /ows to form the lower channel line, then 
(2) Place a parallel line connecting consecutive highs to form the upper channel line. 


If the resulting upper CL isn’t parallel to the lower CL, don’t force it. If it’s not parallel, 
then you’re probably forming a triangle which is also a valid chart pattern but doesn’t fit 
the definition of a parallel channel. It takes time and practice to be able to see the logic 
with plotting lines on charts. Don’t worry, it will come easy after just a few days of 
practice. Days, not weeks. © 


Channel Line 


ace) 


fal 





Figure 10-1. Channel line in uptrends. The thicker lower channel line is drawn 
first followed by the upper channel line parallel to the first one. 


In downtrends, you just do the reverse: 


(1) First connect consecutive highs to form the upper CL, then 
(2) Place a parallel line connecting consecutive /ows to form the lower CL. 


In sideways movement: 


(1) Connect the /ows to form the lower channel support. 
(2) Connect the highs to form the upper channel resistance. 
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AGI - Daily 10/17/2013 


Downtrending 
Channel 
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Figure 10-2. Alliance Global Group, Inc. (AGI) Daily Chart: 2013. 





A Midline or Mid Channel Line is usually placed in the middle of the channel to separate 
the area near the upper channel line and the area near the lower channel line (see Fig. 10- 
1). Inside a channel, the buy area is the area between the midline and the lower channel 
line (area of support) and the sell area is the area between the midline and the upper channel 
line (area of resistance). 


BEL - Daily 6/17/2014 


Price broke the Lower 
Channel Line Support 


Sep 
Volume = 14,982,000 
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mai 10-3. Belle Capondien (BEL) Daily Cl Chart 2013-2014. The a area on the k lower half fof the eee in 
between the mid channel line and the lower channel line, provides a better area for buying since price is trading 
near support (which is the lower channel line itself). Let me just remind you that this strategy is best used in 
uptrends and in sideways-range trades. In the BEL chart above, you can see two uptrends and one downtrend. 
You should only be trading the uptrends! It is possible to do swing trades on the downtrend and still come out 
alive and slightly profitable but let me remind you for the second time that trading downtrends are low prceeny 
trades and should not be attempted especially if you’re just starting out in trading. 
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TA - Daily 3/15/2013 


Volume = 15,161,000 
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“— 10-4. eeaes Oil and Energy rs Corp. (TA) Daily Chart: 2013. The lower channel line 
was first created by connecting two successive lows. A parallel line is then placed on top of the high of Feb. 4 
to create the upper channel line. On March, you'll see a break on the upper channel with a parabolic move. As 
a rule, itis not advisable to chase price especially in parabolic moves. A second channel is created to adjust to 
the more bullish price move. Price is now trading near the lower channel support of the new channel which is 
also at the upper channel line of the old channel. 


TA - Daily 8/1/2013 2 Channel Broken on High Volume 
es (Uptrend broken) 





Volume = 6,479,000 
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Fouts 10-5. TreneAdla Oil and Energy Development Corp. (TA) Daily Chart: 2013. The support of the second 
channel did not hold and price dropped and bounced back to the old channel support. That parabolic move that 
broke the old upper channel was a sign of exhaustion. It is just a temporary surge of bullishness which had no 
follow through. If it had, then the new, adjusted channel line support in the previous chart should have held, but 
it didn't. 
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Some questions that you may want to ask: 


1. How do we avoid whipsaws like that exhaustion move in the TA chart (Fig. 10- 
4)? 


By sticking to the plan, buying near support, buying pullbacks, and not chasing prices 
especially in parabolic moves like that. Parabolic moves signify panic buying. And 
panic buying is not a healthy sign of accumulation. You should be selling instead of 
buying at those levels. That is what professional traders will do in a situation like 
that. 


2. Ihave a hard time creating trendlines and channel lines because the tails of some 
candles stick out and disrupt the lines I make. How do I deal with these tails 


Line Plotting Problems 


2. Tails outside the line. 


1. Candles outside the line — : 





Figure 10-6. Problematic tails. 


Trendline (TL) and Channel line (CL) plotting does not follow hard scientific rules, 
but instead requires some art and common sense. It is okay for some candlesticks 
and some tails of candlesticks to protrude out of a TL or CL as long as the TL and 
CL still make a good representation of the prevailing trend. And as long as the TL 
and CL connects the most number of peaks and troughs, it’s ok to have some outliers 
from time to time. Don’t expect candlesticks to fit perfectly into a channel like 
newly-trimmed grass. 


3. Is that very long tail in Fig. 10-6 considered normal? 


Well, it looks abnormal to me too, but you also have to check if it was a valid trade. 
Sometimes, data error causes abnormal spikes in the chart which may disrupt price 
movement on the chart as well as technical indicators that are price-dependent. There 
are charting software that automatically remove bad data or abnormal price movement 
to keep charts clean. You can check on the Time and Sales if such transaction did 
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happen and if it was valid. Or if it was just an odd lot trade that spilled into the main 
board lot or just a technical glitch. 


Your homework is to search for stocks that formed channels in the past and observe how 
price behaves inside those channels. Also, try to identify good entries and exits if you can. 
And if you’re ready, you can start looking for stocks that are currently channeling then try 
to trade them in paper (not real time) and see if the trades that you’ll be taking will be 
profitable. Remember to apply all the things that you learned from the book so far, ok? 
Go! © 


Kill Zone 


Isolation of the victim to a predictable path with very little or no point of escape, this is the idea behind 
planning an ambush. The assaulting party secures the ambush site, conceals in the terrain and waits 
for the victim. Once the target sets foot on the kill zone, the ambush party attacks and if carried out 
successfully, the shocked victims are swept out before they can have the chance to flee or retaliate. 


The assassination of John F. Kennedy is an example of a neatly executed ambush within a channel. He 
was fatally shot by a sniper at 12:30 p.m. on Friday, November 22, 1963 during a motorcade in Dealey 
Plaza, Dallas, Texas. According to a ten-month investigation conducted by the Warren Commission, 
Kennedy was assassinated by a former US Marine named Lee Harvey Oswald. 


For the benefit of citizens who wished to watch the motorcade, the planned route of the President was 
widely and publicly reported in Dallas newspapers several days before the event. In this case, the road 
and the predetermined route of JFK’s car is the channel. 


Oswald most probably studied the route days before and identified the perfect kill zone. There may have 
been a convoy of presidential security guards and inside the car, the president is a fast moving target, 
but the critical elements were in the assassin’s favor — an isolated victim and a predictable path. 
Foremost, JFK was riding an open car making him a very clear and visible target. Had the assassin 
chose to shoot the president while the latter was in the middle of a crowd, it might have been slightly 
harder to tell which head to blow up. Second and more importantly, the publicized route made it easier 
for Oswald to position and reposition if necessary. 


In the stock market, whether you are trading short term or taking long term investments, you should train 
yourself to be a sharp-shooting sniper. You can't just open fire on a stock anytime. Use the channel lines 
to plot your kill zone and hit your target spot on. 


Chapter {i- FIBONACCI RETRACEMENT LEVELS 


Fibonacci Retracements 


Fibonacci Retracement or “Fib”, is based on the principle that after price moves in one 
direction, it will soon retrace a certain portion of the move, before proceeding to its original 
direction. This retracement is an opportunity to ride the move and thus provide a calculated 
entry for traders. 


Fibonacci Retracements 


Retracement 


0.0% 





Figure 11-1. Fibonacci retracement levels in up moves. 


As you can see in Fig. 11-1, price moves up, reaches a peak, then moves down as selling 
and profit taking occurs. As price is going down, the next question that would come to 
mind is, “Where will the next support be so I can buy?” That is exactly what Fib answers. 


Fib retracement levels give you areas where price is most likely to find support so you can 
position yourself there. These levels are expressed in percentage measured from the 
peak. 


The 0.0% Fib marks the peak of the up move which means that price has not yet 
pulled back or retraced any of the up move. 


The 50% Fib marks the level where price has retraced half of the previous up move. 


The 100% Fib marks the level where price has retraced the entire up move and 
went back to the original price, erasing all the gains. 


All these Fib retracement levels are possible support areas so how do you know 
exactly at which percentage level will price bounce? 


You have to combine Fib with SORs and other technical indicators to find out which level 
will provide the bounce, and thus the entry. 
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Depth Comparison in Up Moves 


— 61.8% 
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Figure 11-2. Visual comparison of Fib retracement depth in up moves. 


I provided this illustration in Fig. 11-2 to give you the feeling of depth in retracements 
because it is hard to feel depth with just numbers. 


Fibonacci retracements also apply to down moves. In down moves, Fib retracement levels 
provide resistance (not support) levels where price is probably going to reverse after a rally 
from the bottom. 


Fibonacci Retracements 
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Figure 11-3. Fibonacci retracement levels in down moves. 


The 0.0% Fib marks the low of the down move which means that price has not yet 
rallied or retraced any of the down move. 


The 50% Fib marks the level where price rallied halfway the previous down move. 


The 100% Fib marks the level where price has retraced the entire down move and 
went back to the original price, regaining all the losses. 
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Depth Comparison in Down Moves 


Half Retracement Shallow Retracement Deep Retracement 





Figure 11-4. Visual comparison of Fib retracement depth in down moves. 
My Fib Settings 


I use all the percentage retracement levels in Fig. 11-1 as my default settings. Sometimes, 
[ use an additional auxiliary 88.6% level which falls in between 78.6% and 100%. (This 
88.6% level is used in Harmonics which is a related but more complicated Technical analysis 
discipline altogether. If you want to learn more about harmonics, feel free to do light reading on the 
topic over the net. And if you happen to like it, then you may want to study on it further but harmonics 
is beyond the scope of the discussions of this book. I just love the basics @) 


How to Plot Fibonacci Retracements on the Chart 

Using the Fibonacci Tool in your charting software, you just have to connect major troughs 
to major peaks in uptrends (and peaks to troughs in downtrends). Actually, you can apply 
the tool to any high and low you see in the chart but plotting Fibonacci retracements on 


important highs and lows of trends makes your reading more significant. 


BDO - Monthly 7/31/2014 


|, Lhe 7 
[Point A 100.0% 





Figure 11-5. BDO Unibank, Inc. (BDO) Monthly Chart: 2006-2014. After a run up from P20.00 to P99.00, BDO 
finally reached its peak on 2013. If you are looking to enter the stock on a pullback, you have to plot Fibonacci 
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retracements to look for possible support levels. In this chart, it shows that the 38.2% Fib level at around P68.70 
provided a good support area for BDO. The Sign of Reversal on the first month of 2014 was that bullish engulfing 
candle on the 38.2% fib level. The Fib retracement is created by connecting the 2009 significant trough (point 
A) to the 2013 peak (point B) and not the other way around. 


Just like in plotting trendlines, I prefer to use the candles’ tails (highs and lows) instead of 
the body (open and close) so that my readings include extreme moves in price. Abnormal 
or very long tails are disregarded when I feel like they are just meaningless spikes on chart. 
Again, no hard and fast rules, just common sense. 


The same rule in trendlines and SARs apply to Fibs when it comes to significance. The 
longer the period covered, the more significant is the reading. Thus, 50% retracement of 
price in a daily chart is nothing compared to a 50% retracement in a yearly chart. 


The more time frame readings coincide on a Fibonacci reading, the greater is its 
significance. 


BDO - Monthly 7/31/2014 
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Figure 11-6. Looking at the BDO monthly chart once again, | superimposed a shorter term Fib retracement from 
a 2012 trough to the 2013 peak. It shows how the longer term 38.2% Fib retracement level support coincides 
with the shorter term 78.6% Fib retracement support. This strengthens the idea of support at that level since 
long term traders and investors using longer-term charts are looking at the same spot as short-term traders 
using shorter-term charts (Disclaimer: the terms “long-term” and “short-term” here were used relative to the 
monthly chart above). There is no limit as to how many Fib levels you want to superimpose on a chart, as long 
as you don’t clutter the chart too much to the point that you no longer see it clearly. You can add medium term 
readings if you like. And to further increase the reliability of the readings, you may want to do additional Fib 
readings on higher and lower time frames (yearly, weekly, daily, hourly, etc.) to cross-check. 
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Extended Fib Levels 


Extended Fibonacci retracement levels are retracement levels that go beyond 100% (Yes, 
it is possible for price to go beyond the 100% retracement!). These Extended Fib levels 
are 127.2%, 161.8%, and 261.8%. 


Beyond 100% Fib Retracements 


100 % 


127.2% 
161.8% 


261.2% 





Figure 11-7. Extended Fib retracement levels. 


In up moves (see left illustration in Fig. 11-7), when price retraces too low and goes below 
100%, you can find support levels by looking at Extended Fibonacci Retracement Levels. 


In down moves, (see right illustration in Fig. 11-7) when price thrusts higher than 100% 
retracement, you can find resistance levels by looking at the extended Fib Retracement 
levels. 


TEL - Daily 10/10/2014 
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Figure 11-8. Phil. Long Distance Tel. Co. (TEL) Daily Chart: 2013-2014. On August 20, 2014, TEL broke out 
of a major resistance at P3,290 level, and made an all-time high. All-time high means that it is the highest price 
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that this stock has ever traded and there is no historical resistance blocking the way. It was the very first time 
that TEL went beyond P3,290 and the stock is now trading in uncharted territory! In cases like this, the extended 
Fib retracement levels can provide resistance where no other SAR (Support and Resistance) tool can be used. 
Look at how TEL met resistance at P3,486 which corresponds to the 127.2% Fib retracement level. In fact, the 
127.2% Fib is equal to P3,485.30, which is 70 centavos short of the actual price resistance which was P3,486! 
That level proved to be a good place to sell because right after hitting the extended Fib resistance, price plunged 
almost -14% the next month. 


LR - Daily 10/10/2014 





Figure 11-9. Leisure & Resorts World Corp. (LR) Daily Chart: 2014. After breaking out of the previous peak at 
P8.45, LR met resistance at 161.8% extended Fib retracement level. The 161.8% Fib level corresponds to 
P9.66, a 1-cent discrepancy from the high of that day which is P9.67. 
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Figure 11-10. Vista Land & Lifescapes, Inc. (VLL) Daily Chart: 2013. On November 2013, VLL broke down 
P4.94 and if you were looking for support, you should consider extended Fib levels. Price stopped at the 127.2% 
Fib level (P4.71) but there was no Sign of Reversal (SOR) to back it up. VLL then found stronger support at the 
161.8% extended Fib level at P4.40. The SOR the following day marked VLL’s recovery. 
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Fibonacci Retracement is a technical tool for finding Support and Resistance (SAR). The 
readings it generates become self-fulfilling because technical analysts all over the world 
use it So everyone gets to see the same support levels to buy and the same resistance levels 
to sell. 


How do you improve your Fibonacci readings? 


1. Practice using the Fibonacci retracement tool on different charts until you get the 
hang of it. 


2. Try overlapping 2 or more Fib retracements on one chart and see where the levels 
coincide. 


3. Practice with different time frames (yearly, monthly, weekly, daily, etc.). 


4. Fibonacci Retracement is the basis for the Harmonics trading patterns that you 
usually hear chartists talk about (ever heard of the butterfly, crab, Gartley, and bat 
harmonics patterns?). If you want to take Fibonacci Retracements to the next 
level, you may want to study Harmonics. The free topics online is enough to give 
you a head start on it. I’ve studied harmonics too but let’s just say that I like the 
basics more. 


Phi 


The Fibonacci series was named after Leonardo Fibonacci. This is a sequence of numbers wherein 
each number is the sum of the two numbers that precede it (0, 1, 1, 2, 3, 5, 8, 13, 21, 34, 55 and goes 
on forever). If you want to know what's special with this series, take each number in the series and divide 
it by the previous number. 


At first, nothing interesting comes up. But as you continue your division, you'll realize that the quotient 
of the numbers in the series always approaches 1.618. This ratio is called the Phi or the Golden Mean. 


Funny how the original problem that Leonardo Fibonacci investigated in the 12th century was about how 
fast rabbits could reproduce in ideal circumstances. It looked like a simple pattern but it seems to be an 
imprinted code or numbering system in a lot of things in the universe. 


Today, his study manifests in almost everything around us. Aside from our very own Fibonacci 
retracement support and resistance levels in the stock market, this mysterious series is also present in 
the growth of trees, animals, in architecture and even in the human body. In fact, scientists and 
mathematicians say that our perception of beauty is universal because it is also based on the Fibonacci 
series. Regardless of age or race, for as long as a face's proportions reflect the Golden Mean, our mind 
perceives them to be beautiful. Take the case of the scientifically beautiful faces of Brad Pitt, Angelina 
Jolie, George Clooney, and Ben Affleck. 


So if this is really the case, then perhaps we can say that beauty is in the Phi of the beholder? 


Chapter 12 - SUPPORT AND RESISTANCE (SAR) 


Support and Resistance (SAR) is the last chapter in Part 1 (Basic Technical Analysis) of 
The Trading Code. I intend to discuss SAR only after we have discussed all the other 
technical basics because SAR is the culmination of most of what we have tackled so far. 
It is the foundation from which we deduce our complex trading decisions. It is the law of 
supply and demand laid out on the chart. 


Support is an area where people buy. It is not known whether it is the support area that 
makes people buy or is it the buying in that area which makes it the support or both. In 
any case, this area is characterized by ample demand where selling is easily absorbed by 
eager buyers. It follows that it is hard to push price down when it hits support. And 
something that’s not going down, must be going up soon. 


Resistance is an area where people sell. It is an area where buying is met by overwhelming 
supply. As a result, it is hard to push price up in the face of massive sellers. And what 
can’t go up, will go down. 


As a trader, it is your task to determine areas of support and resistance on the chart. As 
you acquire the technician’s eye, it wouldn’t take you seconds to pinpoint where buying or 
selling pressure occurs. Price patterns give away the location of buyers and sellers in the 
map. You just have to train yourself to see them. 


Support and Resistance are not just lines or patterns on the chart where you expect price to 
halt or reverse. Support areas represent the buying action of real institutions, traders, and 
investors. This collective action creates a demand that prevents price from falling. 
Resistance areas, on the other hand, represent the collective selling by these market 
participants, which, in turn, creates supply. Holding or breaking of a support or resistance 
area is an important phenomenon that should be observed to be able to come up with a 
sound trading decision. 


SAR is one of the components of SAR-SOR (Support and Resistance — Sign of Reversal) 
Trading. It is an advanced trading technique that is discussed in Chapter 15. 


SAR PRINCIPLE - “BUY SUPPORT, SELL RESISTANCE” 


We buy near support and we sell near resistance. So it is important to know where support 
and resistance are. It is funny how this basic principle is very often violated by traders by 
doing the exact opposite! - Buying near resistance and selling near support. 


Why is it so hard to follow this basic principle? 


Do you remember a time when a stock you were holding went so low and that your paper 
losses were too high that there was no other logical thing to do but to cutloss and sell to 
save your capital and your ego? And on the next day, right after you sold, it started 
bouncing off and price even went up 10% to 15% from your selling point. It was likely 
that you sold at support. 
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Or do you remember that time when a stock was so bullish that everyone was talking about 
how it was going to reach heaven in a matter of days? And you can’t get shares because 
the bid-ask board was going crazy since price was on the run. The moment you got a hold 
of enough shares, everything suddenly felt so quiet. And before you knew it, price plunged, 
and you were left holding the ball. It was probably because you bought at resistance. 


Now, I didn’t remind you of those times to torture you. I’m reminding you of those painful 
memories so you can learn from them. That maybe, back then, you failed to realize that 
where you sold was exactly where professionals bought. And where you bought was where 
professionals were actually liquidating. Or maybe you just didn’t know the SAR concept 
back then. The good news is that you are not alone. And I bet that over 90% of traders 
who read this can relate to it...including me. © 


It is so hard to follow the SAR principle because buying near support means that price 
during that time is low and depressed and novice traders perceive it as “weakness” instead 
of “bargain”. Buying near resistance is buying when the stock is currently green and 
rallying. It gives novice traders a perception of “strength” and “positivity”. It is against 
human nature to feel comfortable and happy buying a stock that is going down (to support) 
compared to a stock that is rallying (to resistance). At the same time, it is very tempting to 
sell near support because price is getting weaker and fear is setting in. While it is hard to 
sell at resistance because that’s when the stock is green and you’re feeling greedy for a 
home run. Professional traders follow the SAR principle. They buy low and sell high. 


Rules of Support and Resistance 


1. SARs are areas and not exact numbers. Ifa novice chartist tells you that MER (Manila 
Electric Co.) is going to reverse at exactly P293.80 resistance, kindly forgive his 
accuracy. Support and Resistance are not exact price points in the chart, instead they 
are more likely to be areas or zones. Saying that “MER is likely to encounter resistance 
at the P290 area” sounds more accurate to me. © 


2. When broken, resistance becomes support, and support becomes resistance. This 
reversal of roles is a very important phenomenon that we should capitalize on. 
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Figure 12-1. SAR role reversal. 
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MEG - Monthly 10/14/2014 
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Figure 12-2. Megaworld Corp. (MEG) Monthly Chart: 2008-2014. This chart shows how support levels used to 
be resistance levels. 


3. The more times a resistance or support line holds (not broken), the more significant it 
is. 


Significant resistance is an area where institutions have massive shares to unload and 
where price would have a difficult time going up. 


Significant support is an area where demand is greater than supply. This is brought 
about by institutions willing to defend that price level. At this level, traders and 
investors think that the price is already cheap thus they are enticed to buy the bargain. 


4. In line with no. 3, the more significant the support or resistance is, the more explosive 
the resulting move when it is broken. Major resistance and major support when 
broken, lead to explosive breakouts and breakdowns, respectively. 


5. SARs are decisively broken by slow, steady moves compared to steep, fast moves. 
Conversely, resistance is more likely to hold when approached by sharp rallies. In the 
same light, expect support to hold when tested by steep declining candles. A slow, 
steady downward move is more likely to break support than a quick dive. This rule 
also applies to courting girls in general. © 
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COSCO - Daily 2/5/2014 
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Figure 12-3. Cosco Capital, Inc. (COSCO) Daily Chart: 2013-2014. The sharp decline on August did not break 
the P9.30 support but the slow and steady decline that started on October sliced through all support levels like 
hot knife on butter. 


6. 


The higher the volume at the support and resistance area, the more significant it is. 
Think of support and resistance areas as battlefields where buyers and sellers fight. 
The more participants there are in a battle, the more significant the war is in history. 
The more buyers and sellers collide in a support or resistance area, the more that area 
is likely to be a support or resistance area again in the future. 


Support and resistance areas are places where price is most likely to reverse thus 
providing good entry and exit opportunities. This is perhaps the most important 
function of SARs for us. It makes sense to buy at areas where price is being supported 
because that’s where it has a lesser chance of going down. Likewise, it makes sense 
to seal profits at areas where price is less likely to move up any further. 


SAR List 


The SAR List contains important Support and Resistance areas. Consider the listed items 
below as support and resistance areas in your charts. 


SAR List 


Whole Numbers 
Half Numbers 
Previous High 
Previous Low 


Previous Consolidation 
Moving Averages 
Trendlines 

Channel lines 
Fibonacci Numbers 
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Stock Knowledge: The first five items in the SAR List are called “static” support and resistance because 
they are immovable. The last four items are called “dynamic” SARs because they move and adjust from 
time to time. 


Whole Numbers and Half Numbers 


Whole numbers and Half numbers are natural support and resistance levels. Possible 
reason is that people remember whole and half numbers easily thus when they are asked 
where they will buy or sell, they are probably going to come up with whole numbers more 
than fractions and decimals. Examples of whole numbers are 100, 50, 25, 10, 5, 1, ete. 
Examples of Half numbers are 0.5, 1.5, 10.50, 50.50, etc. But isn’t 50 a half number of 
100? Hey, let us not go into a mathematical debate just to have a strict classification on 
which are whole and which are half. Either way, both of them are valid SARs so we have 
to take note when price touches them. 


LPZ - Weekly 7/4/2014 
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Figure 12-4. Lopez Holdings Corp. (LPZ) Weekly Chart: 2009-2014. This chart shows how LPZ likes to stop 
and reverse at whole number and half number support and resistance areas. 


Stock Knowledge: Whole Numbers are stronger SARs than Half Numbers for obvious reasons. Also, 
numbers like 100, 50, and 1 are like milestones for stock prices so they are exceptionally more significant. 


Whole and Half numbers are not exempted to SAR Rule no. 1. Support and resistance 
areas are areas and not exact numbers so even if you are faced with a whole number, do 
not expect price to stop exactly at that whole number. The area above and below the whole 
number comprise the entire SAR zone. 
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Previous High 


Previous High refers to previous peaks in trends. The more recent the previous high is, the 
more significant it is. 


Previous High SAR 


Previous High Resistance (Sell!) 
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Figure 12-5. Previous high SAR. 


MEG - Monthly 10/14/2014 
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Figure 12-6. Megaworld Corp. (MEG) Monthly Chart: 2008-2014. Previous high support buy set-up. 
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Previous Low 


Previous Low refers to previous troughs in trends. The more recent the previous /ow is, the 
more significant it is. 


Previous Low SAR 
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Figure 12-7. Previous low SAR. 


EDC - Daily 5/3/2011 
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Figure 12-8. Energy Development Corp. (EDC) Daily Chart: 2010-2011. Previous low support buy set-up. The 
presence of a Sign of Reversal (SOR) on a previous low support level is a good entry signal. 
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Previous Consolidation 


Areas where price previously consolidated for long periods tend to be revisited more often 
than not.. These consolidation areas are very important SARs. 


Previous Consolidation SAR 
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Figure 12-9, Previous consolidation SAR. 


ORE - Daily 7/15/2014 








Figure 12-10. Oriental Peninsula Resources Group, Inc. (ORE) Daily Chart: 2014. Previous consolidation buy 
set-up. The previous consolidation of ORE at P1.50 to P1.60 level provided support when price tanked on June. 
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Moving Averages 


Moving Averages are dynamic SARs that follow price movement. (See Chapter 4 for a 
detailed discussion on MAs.) 
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Figure 12.11. SM Investments Corp. (SM) Daily Chart: 2012-2013. Watch how the 15-EMA (dotted lines) acted 
as support for SM from Dec. 2013 to May 2014. But once price broke through it, it shifted and acted as 
resistance in the entire month of June. Such is the shifting roles of SAR. 


Trendlines 


Just like MAs, trendlines are dynamic SARs to watch out for. (See Chapter 9 for a detailed 
discussion on Trendlines). 


SMPH - Daily 6/24/2013 
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Figure 12-12. SM Prime Holdings, Inc. (SMPH) Daily Chart 2013. The trendline provided support for SMPH at 
the start of 2013 up to late May when the trendline was clearly broken. 
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Channel lines 


Once inside a channel, price action becomes easier to track and short-term trend reversals 
are easier to anticipate. (See Chapter 10 for a detailed discussion on Channel lines). 


IGS - Weekly 10/17/2014 
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Figure 12-13. JG Summit Holdings Inc. (JGS) Weekly Chart: 2011-2014. The lower channel provides support 
while the upper channel line acts as resistance in this JGS chart. The mid channel line is plotted to delineate 
the buy zone (the lower half) from the sell zone (the upper half). 








Fibonacci Numbers 


The main use of Fibonacci numbers in technical analysis is to find support and resistance 
levels. Price tend to find support or resistance in Fibonacci numbers during retracements. 
When all the other SARs can’t be used or are not applicable, the Fibonacci numbers come 
in handy. (See Chapter 10 for a detailed discussion on Fibonacci retracement levels). 


LTG - Daily 10/14/2013 





Figure 12-14. LT Group, Inc. (LTG) Daily Chart: 2013. Fibonacci Retracement levels as support and 
resistance in LTG. 
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SAR is a very important price concept that will get you a long way in trading. It is the 
unifying concept for the topics that we have discussed so far. Combining SAR with SOR 
(Sign of Reversal) gives you the ability to time market U-turns efficiently. SAR will also 
be your basis for setting Target Price and Stop Loss points (discussed in Chapter 17). 
Master the concept of Support and Resistance and you’ll never be second-guessing entries 


and exits again. 


NecesSARy Precautions at the Gym 


There's the 21 Fundamental flat belly secrets or the 10 Commandments of carbs or the Buffet’s guide to 
being buff. But there are rules that both gym enthusiasts and traders respect: The Rules of Support 
and Resistance. 


\ 


2. 


First things first. Know your support and your resistance. Ask the gym instructor to help you with it. 


lf a 40-lb barbell is too heavy for you then shift to 35 Ibs., then 30, until you reach your support level. 
The principle applies to weights, repetitions, and speed levels. 


This 40-Ib barbell level is now a resistance. Each weight level above it are longer term resistance 
levels. 


As you become stronger through time, you'll soon be breaking a lot of resistance levels. These 
weight levels that you break will now become your support levels. 


Don't rush to break resistances immediately. Increasing your weight level takes time. Remember 
that your goal is to gradually break your resistance, not your back. 


Use it or lose it. If you start skipping gym classes and if you fail to maintain your current weight level, 
you'll be breaking this support and will go back to a previous lower level. 


At the gym, whether you are the day trader who comes in at 5:30 AM and leaves at 7:30 AM; or you're 
the swing trader who comes once a week; or the position trader who comes once a month; or the forex 
trader who comes in anytime; all follow the Gym rules of Support and Resistance. 


CORE TRADING TECHNIQUES 


Congratulations! You've just finished the basic concepts in Technical Analysis and you 
can now proceed with the Core Trading Techniques of The Trading Code. If there are 
basic concepts that you forget as you read along, feel free to go back to the first part for 
review. It’s really hard to remember everything on the first reading. 


The Trading Code has two Core Trading Techniques: 
Trading Breakouts and Trading Pullbacks 


These Core Trading Techniques are the bread and butter of traders who are following The 
Trading Code. It is possible and even advisable to trade only these two set-ups. I have 
known traders who are “breakout artists” and would trade only breakouts and nothing else. 
There are also the “pullback traders” who wouldn’t trade any other set-up aside from 
pullbacks. 


You can try trading only breakouts on the first month of trading and try trading only 
pullbacks on the second month of trading. Then assess which technique suits your 
personality and psychology better. 


The main idea here is to master at least one or both of the Core Trading Techniques. They 
will be your main trading strategy in any stock, in any timeframe. To master these setups 
means to know how they look like in the chart, where the entry and exit points are located, 
why and when they occur, and what to do in case of set-up failure. 


Trading only the Core Trading Techniques also means that you will have to be selective in 
your trades and that you enter a position if and only if you see the proper set-up. If the 
breakout or pullback set-up is not there, then there is no trade. You must develop the 
discipline to wait for the proper set-up before you place your bet. This “cherry-picking” 
habit in selecting trades keeps you from taking unnecessary trades and preserves your 
capital until you spot the set-up that you are looking for, the one that you are trained to 
trade. 


Chapter 13 - TRADING BREAKOUTS 


In this chapter, we will be dealing with Breakouts alone and how to make money out of 
this set-up. Breakouts are momentum moves to the upside, after a defined resistance level 
from consolidation has been broken. Breakouts are supposed to be explosive and they 
usually mark the start of a major price trend. It explodes just like how you would expect 
something to burst from long restraint. Imagine the pressure build-up inside a volcano just 
before an eruption. 


Consolidation 


An important component of a breakout is its consolidation, the pressure build-up, the length 
of suppression. There must be consolidation to fuel an explosive breakout. The longer the 
consolidation, the stronger is the breakout. So when you think of breakouts, think of 
consolidation first. 
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Figure 13-1. Breakout pattern. 


Fig. 13-1 shows how an “ideal” breakout should look like in charts. The consolidation is 
the area inside support and resistance. Price tend to bounce up and down until it reaches 
a point where demand exceeds supply and finally breaks resistance. Let’s look at a sample 
chart. 
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BLOOM - Daily 4/30/2014 
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Figure 13-2. Bloomberry Resorts Corp. (BLOOM) Daily Chart: 2013-2014. 


If you will notice in Fig. 13-2, BLOOM consolidated (for 21 days) before breaking out of 
the previous P10.16 resistance. That consolidation, which is an up and down bounce 
between the high of 10.16 and low 9.48 was much needed to fuel an explosive breakout on 
April 23, 2014. 


Looking for the Consolidation Set-up. 


As you scan charts, you have to know what you are looking for. You are searching for 
price movement that is consolidating along a defined support and resistance level. Let’s 
look at the breakout set-ups of Empire East Land Holdings, Inc. (ELI) and Megawide 
Construction Corp. (MWIDE). 


ELI - Daily 12/13/2012 
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Figure 13-3. Empire East Land Holdings, Inc. (EL!) Daily Chart: 2011-2012. ELI consolidated at P0.60 (support) 
and P0.67 (resistance) for seven months before finally breaking out of consolidation on April 24, 2012. 
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Figure 13-4. Megawide Construction Corp. (MWIDE) Daily Chart: 2012-2014. MWIDE consolidated inside the 
P13.12 and P14.15 range before decisively breaking out on April 12, 2013. 


Do you see how easy it is to spot consolidations on a chart? Price usually stays inside a 
range and a horizontal or triangular channel or boundary is formed. And the breaking of 
that boundary (the upper resistance level) signals the breakout. It is significant because it 
implies that the buyers overwhelmed the sellers who are keeping the price from going up. 


ELI - Daily 12/13/2012 
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Figure 13-5. Empire East Land Holdings, Inc. (ELI) Daily Chart: 2011-2012. 


On the ELI chart in Fig. 13-5, sellers kept on selling at the P0.67 level and buyers kept on 
buying it at P0.60 level, thus forming a channel representing the resistance and support 
levels, respectively. This shows how the market reacts to different price levels. If they see 
the stock trading along the P0.60 level, they consider it as a bargain and buyers come in. 
And when price reaches P0.67 level, sellers come by the dozens including those short-term 
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traders who previously bought at P0.60 trying to squeeze, more or less, a 10% gain. As 
long as sellers overwhelm the buyers there at P0.67, there is no way the price of this stock 
is going up. 


On April 25, 2012, after 6 months of consolidation (Oct — Apr), buyers came in and they 
are willing to buy up ELI above P0.67. On that day, sellers at P0.67 were still there, still 
thinking that the stock is just going to drop back to support level. But the buying pressure 
that day was so strong that the sellers cannot satisfy the demand of the buyers. The buying- 
selling equilibrium was broken. It may be fundamental news that brought about the 
breakout but it doesn’t really matter much because everything is reflected on the chart. 


The same explanation can be given to the MWIDE breakout on April 12, 2013 in Fig. 13- 
4, and all other breakout from consolidation patterns that you’ll come across with. 


We already discussed what prior consolidation is and how the breaking of resistance looks 
like. Let’s deal with the Volume Spike. 


Volume Spike 


Volume Spikes confirm breakouts. It signifies that the breakout has enough participants 
(high number of buying and selling) and is therefore valid. It signals unusual interest on 
the stock. Just make sure that the increase in volume is not caused by a single transaction 
by a large institution. You want as many participants as possible (including institutions 
and investors of course) to validate unusual demand for the stock on the breakout and not 
just one block sale artificially pumping the volume on the chart. But take note that if these 
artificial volume pumps eventually lead to more trading participants then that would still 
satisfy our volume spike criteria anyway. 


Conversely, you should expect low volume in times of consolidation before the breakout. 
So what you are looking for is a prior dry up in volume during consolidation, then a sudden 
volume spike on the day of the breakout. 


Present volume should be compared to the nearest volume bars on the left to see the relative 
change. A 100% increase or more in volume (i.e. double the volume) compared to average 
daily volume is considered a spike. Do not compare present volume with distant historical 
volume bars. 
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Let’s consider this breakout of San Miguel Corp. on March 14, 2014 (see Fig. 13-6). 


SMC - Daily 4/4/2014 
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Figure 13-6. San Miguel Corp. (SMC) Daily Chart: 2013-2014. 





The volume spike on the day of the breakout of SMC is so obvious that it’s hard to ignore. 
If you will look at the volume from February to March, you'll notice that it’s dry (daily 
average volume was just 250,000). On the day of the breakout, the volume spiked up 482% 
to 2.38 Million (now that’s obvious) signaling a massive increase in demand and trading 
participation. Also, notice that from the day of the breakout onwards, volume continued 
to be high signifying that people who previously weren’t trading SMC are now noticing 
the stock after the breakout. All these volume changes are characteristic of a healthy trend. 


You may be wondering why there is also an unusual volume spike on February 4. As you 
learned in volume analysis (p. 43), volume spikes can also signify the end of trends as in 
this case, the end of the downtrend (bottom formation). 


Longest Range in the Past 10 Days 


The Range is the difference between the high and the /ow of the day. In candlesticks, the 
higher the value of the range, the longer is the resulting candle. So literally, you are looking 
for a breakout candle that is a relatively longer candle compared to the ones found in 
consolidation. The 10-day timeframe is the minimum criteria. The longer the timeframe, 
say 30 days or 60 days, the better. 
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L: 55.85 





Figure 13-7. SMC breakout candle’s range. 


Range signifies volatility. During breakouts, expect volume as well as volatility, to 
increase. If you look closely at our SMC breakout chart in Fig. 13-7, you’ll notice that the 
breakout candle is the longest candle in the past 10 days. It’s actually the longest in the 
entire timeframe before the breakout! 


New 2-Month Price High 


This criteria is auxiliary and just increases the reliability of the breakout set-up but not 
really a necessary component compared to the consolidation set-up and volume spike. 
There are times when the price high of the breakout candle is not the highest in two months 
but still proceed with a good breakout. 


SMC - Daily 3/14/2014 


New Price High 


hi 
Tior+ | + 
u | Mayortote 
a 
SE CRs. aT ORE). Se EEE. Sat See, 
2-month period 
January 14, 2014 March 14, 2014 





Figure 13-8. SMC breakout candle has the highest high in the past two months. 
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As you can see in Fig. 13-8, the high of the breakout candle at P63.50 is the highest high 
in the last two months thus it fits our criteria and strengthens our conviction with this 
breakout. If you move eight days to the left of January 14 (Jan. 2), you’ll notice that the 
high of the candle there is P63.80 and is higher than the breakout candle high of P63.50 
but that is beyond our 2-month scope already. 


The two-month time period is the minimum. Of course, a 3-month or 1-year price high is 
so much better and signifies a longer consolidation or “sleep time” for the stock which in 
turn would have a higher chance of leading to a more explosive breakout. A one-month 
price high falls off our criteria but may still work if the primary criteria (prior consolidation 
and volume spike) are present. 


Price closes above the upper 50% of the day’s range or better 


In any set-up, a candle that closes at or near the high of the daily range is always preferable. 





Figure 13-9. Comparison of bullishness of candles. 


>» Candle A is the most bullish candle since it closes at 100% of the daily range. It 
means that it closed at the high of the day and is a solid green candle. 


» Candle B is also bullish since it closed at the upper 25% of the day’s range. It is 
a green candle with a short tail on top. 


» Candle C still fits our criteria as the price closed at 50% of the daily range. 


» Candles D and E cause a bit of concern because the price went up but died down 
later on. A stock closing below 50% of the daily range shows that the interest on 
the stock on the breakout day did not last until the close and may pose some 
skepticism. 


Again, these are just supplemental criteria to the Primary ones. I’ve seen a few breakout 
candles that closed like candle D but still managed to push on to a healthy rally. In trading, 
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we are always dealing with probabilities, and the probability of a successful breakout 
increases with how the breakout candle closes. These candles are not just shapes. There 
are underlying stories in their form where we can get clues on how traders and investors 
value the stock at the end of the day. 


Now, combine all these criteria and we have our Breakout Set-up Criteria Checklist 
(BreakCheck™) to test the probability of success of candidate breakouts. 


Breakout Set-Up Checklist (BreakCheck™): 





Primary Criteria 
Prior consolidation 
Breakout of resistance of the consolidation 
Volume spike 
Secondary Criteria 
Longest range in the past 10 days (2 weeks) 
New 2-month price high 
Price closed above the upper 50% of the day’s range or better 





The BreakCheck™ is composed of two criteria. This is what we will use to check the 
validity of breakouts. The Primary Criteria are the main things to consider to warrant a 
possible successful breakout. The Secondary Criteria strengthen the set-up but may not 
necessarily be present in successful breakouts all the time. 
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Let us test previous breakouts in PSE stocks and see if our BreakCheck™ helps in the 
screening. 


BLOOM - Daily 4/23/2014 
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Conclusion: 
BLOOM’s April 23 breakout candle passed 6/6 criteria and therefore has a high probability 
of working out fine. 


Notice how we used the term “high probability of working out” instead of “100% sure that 
the breakout will continue”. This reminds us that there is nothing that is 100% sure in 
trading and that the market can do anything, anytime. All we are dealing with here are 
probabilities. 
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BLOOM - Daily 4/30/2014 
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Figure 13-11. Bloomberry Resorts Corp. (BLOOM) Daily Chart: 2013-2014. 


Breakout successful! 
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Let’s take this BLOOM breakout candle on January 22, 2014. 


BLOOM - Daily 1/22/2024 
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Primary Criteria 


Prior consolidation 


condary Criteria 
Longest range in the past 10 days (2 weeks) 
New 2-month price high 
| * | Price closed above the upper 50% of the day’s range or better 





Conclusion: 

Five out of six criteria were satisfied except that BLOOM’s breakout candle on Jan. 22, 
was not able to maintain the demand at the close, even just up to 50% of the daily range. 
That for me seems suspicious. 
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BLOOM - Daily 3/4/2014 
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Figure 13-13, Bloomberry Resorts Corp. (BLOOM) Daily Chart: 2013-2014. 
True enough, it was a false breakout and price went back to consolidation. 


Now it’s your turn to fill in the Breakout Setup Criteria Checklist (BreakCheck™) on your 
own. You may use your pencils to draw lines or notes on the chart (You may write on the 
book!). You can use a ruler for measurement. Answers will be provided on the page after 
the chart in question. By the time you finish this exercise, you will already be keener in 
identifying breakouts as they happen. 
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Chart Problem 1. AGP Industrial Corporation (AGP) on January 30, 2012 is showing 
signs of a breakout. Will you take it? 


AGP - Daily 1/30/2012 
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BreakCheck™ (Fill in the checklist) 





Primary Criteria 
|_| Prior consolidation 
|_| Breakout of resistance of the consolidation 
| | Volume spike 

Secondary Criteria 
|_| Longest range in the past 10 days (2 weeks) 
~ = New 2-month price high 


Price closed above the upper 50% of the day’s range or better 










Will you take the trade? Why or why not? (Write down your answer) 
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Answers: 


AGP - 2/2/2012 
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BreakCheck™ (Breakout Setup Criteria Checklist) 






| 


Primary Criteria 
Y | Prior consolidation 
Y | Breakout of resistance of the consolidation 
Volume spike 

condary Criteria 
Longest range in the past 10 days (2 weeks) 
New 2-month price high 
Price closed above the upper 50% of the day’s range or better 


F 





Conclusion: 


AGP had a good consolidation for almost three months. The breakout candle broke the 
P32.90 high of the consolidation. Volume surged 561% from the average daily volume. 
Just by looking at it, you’ll see that the breakout candle is the longest candle (i.e. longest 
range) in the past 10 days and the high of the breakout candle is the highest since October 
(3 months). The breakout candle also closed on the upper 50% of the day’s range. 


Breakout successful! 
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Chart Problem 2. October 31, 2013, Sta. Lucia Land, Inc. (SLI) is showing signs of a 
breakout after recovery from a previous downtrend. Will you take the trade? 


SLI - Daily 10/31/2013 
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BreakCheck™ (Fill in the checklist) 


Primary Criteria 
|_| Prior consolidation 
| Breakout of resistance of the consolidation 
|_| Volume spike 


Secondary Criteria 


___ | Longest range in the past 10 days (2 weeks) 
|__| New 2-month price high 
aed 


Price closes above the upper 50% of the day’s range or better 





Will you take the trade? Why or why not? (Write down your answer) 
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Answers: 

SLI - Daily 2/18/2014 
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BreakCheck™ (Breakout Setup Criteria Checklist) 









4 


Criteria 
rior consolidation 
reakout of resistance of the consolidation 


Prim 


babe 





ZN 


econdary Criteria 

Longest range in the past 10 days (2 weeks) 

New 2-month price high 

Price closed above the upper 50% of the day’s range or better 





ish 





Conclusion: 


Prior consolidation, breakout from resistance and volume spike (1000% increase in volume 
on the breakout candle), check. Longest range in the entire chart before the breakout and 
4-month (June — Oct.) price high, check. Price closed exactly at the middle (50%) of the 
day’s range and not merely above it. 


What went wrong? Nothing went wrong. It’s just that the market can’t lift the stock to a 
successful breakout just yet. Could it have been better if it closed above the 50% of the 
day’s range? Probably. The breakout candle here seems to have a hint of hesitation. 


The sellers who brought the stock down at the c/ose, persisted on the next days, killing the 
stock’s momentum, leading to a failed breakout. 


Let me remind you of the reality in trading that you cannot be 100% sure even if all 
indicators say “go”. It’s just the nature of the stock market to thrive in probabilities and 
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no one can predict exactly what will happen until it happens. All you can do is to follow 
your trading plan and manage the risk that comes with it. 


_ Stock Knowledge: Not all breakouts are the same. The most successful ones usually have fundamental 
reasons (like earnings, new products, etc.) behind them. 


Chart Problem 3. Six months later, on April 3, 2014, SLI attempts a second try for a 
breakout. Will you take it? 


SLI - Daily 4/3/2014 


Today's candle: 
O: 0.66 
H: 0.76 
L: 0.66 
C: 0.74 


A. 


Volume = 32,257,000 


Today's vol :32M 
Ave daily vol : 797k 
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BreakCheck™ (Fill in the checklist) 





Primary Criteria 
|_| Prior consolidation 
|_| Breakout of resistance of the consolidation 
|_| Volume spike 

Secondary Criteria 
|_| Longest range in the past 10 days (2 weeks) 
—- New 2-month price high 


Price closes above the upper 50% of the day’s range or better 



























Will you take the trade? Why or why not? (Write down your answer) 
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Answers: 


SLI - Daily 6/11/2014 












Primary Criteria 
Prior consolidation 

Breakout of resistance of the consolidation 
z 
Criteria 
Longest range in the past 10 days (2 weeks) 


New 2-month price high 
Price closed above the upper 50% of the day’s range or better 


Conclusion: 





















nda 
















On SLI’s 2" attempt on April 3, 2014, six out of six of our Breakout set-up criteria checklist 
were satisfied. Volume spike was a 3,900% increase from the average daily volume. The 
breakout candle has the longest range in the past 6 months (from the previous breakout 
attempt) and is actually a new 10-month price high (since June 2013). 


Breakout successful! 
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Chart Problem 4. It was February 4, 2013 and SM Development Corp. (SMDC), which 
was still listed back then, was showing an unusual price move. Will you take this trade? 


SMDC - Daily 2/4/2013 
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BreakCheck™ (Fill in the checklist) 








Primary Criteria 
|_| Prior consolidation 
_ | Breakout of resistance of the consolidation 
| | Volume spike 

Secondary Criteria 
|_| Longest range in the past 10 days (2 weeks 


|_| New 2-month price high 
|_| Price closes above the upper 50% of the day’s range or better 


Will you take the trade? Why or why not? (Write down your answer) 
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Answers: 


SMDC - Daily 2/14/2013 
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BreakCheck™ (Breakout Setup Criteria Checklist) 






Primary Criteria 
Y | Prior consolidation 
Breakout of resistance of the consolidation 


| 


Secondary Criteria 

Longest range in the past 10 days (2 weeks) 

New 2-month price high 

Price closed above the upper 50% of the day’s range or better 





bk 


Conclusion: 

The consolidation formed an ascending triangle which is a more bullish pattern. It is more 
bullish because as you can see, inside the triangle, price keeps on hitting the same resistance 
but forms higher /ows every time, showing increased demand. The volume spike is not as 
pronounced compared to textbook spikes but still made a 169% increase in the breakout 
day compared to average daily volume. Price closed strong with a solid bullish candle. 


Thirteen days after the breakout, SMDC reached P9.50 yielding +49.37% profit if you 
bought and held from the close of P6.36. © 


The unusual volume spike you see 12 candles before the breakout candle could have been 
a block sale (a pre-arranged sale of huge volume between 2 parties at a certain price). 
Notice that despite the large volume spike that day, price barely moved. You must check 
on the time and sales (provided by your trading platform) to see what really happened on 
such an odd volume spike. You’ll probably see one transaction with gigantic volume. 


Stock Knowledge: Unusual volume spikes with little price movement (like in block Sales) should be 
monitored. These are hints of a possible momentum move in the near future. 
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Chart Problem 5. November 23, 2010. After months of consolidation and inactivity, 
news came out that San Miguel Corp. (SMC) raised its stake in Petron Corporation (PCOR) 
to 68% by buying 24 million shares of a refinery corporation which owns 50.1% of Petron. 
Price immediately spiked up +23.6% combined with increased volume. Will you take the 
trade? 


PCOR - Daily 11/23/2010 


Today's candle: 
O: 7.11 

H: 9.0 

L:: 7.2 

C:8.61 


Volume = 4,178,100 
Today's vol :4.2M 
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BreakCheck™ (Fill in the checklist) 








Primary Criteria 
Prior consolidation 
Breakout of resistance of the consolidation 
Volume spike 
Secondary Criteria 
Longest range in the past 10 days (2 weeks) 
New 2-month price high 
Price closes above the upper 50% of the day’s range or better 












Will you take the trade? Why or why not? (Write down your answer) 
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Answers: 


PCOR - Daily 1/4/2011 
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condary Criteria 
Longest range in the past 10 days (2 weeks) 
New 2-month price high 

Price closed above the upper 5 


| 


0% of the day’s range or better 





Conclusion: 


Notice the difference in volume before and after the breakout. PCOR’s volume has been 
dry for months but then after the breakout, trading activity intensified. The price spike is 
not just a 2-month price high, it was actually an all-time high since year 2000 (a decade 
ago) which makes it very significant! In fact, 5 weeks after the breakout, PCOR’s price 
soared to a high of P19.96 making a +131.6% massive profit for someone who bought the 
breakout day’s close of P8.61 and held on to it to the highs. But that’s the ideal scenario 
of course. © 
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BREAKOUT ENTRY 


Now that you are already very familiar with the breakout set-up, it’s time to deal with 
proper entry technique. This is best illustrated by looking at the figure below. 


Breakout Entry 


Breakout Candle 1.20 (High) 


Entry @ 1.02 


-- 0.90 {Low} 





Figure 13-14. Breakout entry. 


Based on the breakout set-up in Fig. 13-14, the all-time resistance is P1.0 and it has been 
broken. The most ideal entry is 2 to 3 ticks (or fluctuations) above P1.0, which corresponds 
to P1.02 to P1.03. The farther the entry price from the point of breakout, the higher is the 
risk because you will be farther away from your Stop Loss point (which is below the /ow 
of the breakout candle). 


So does that mean that I should already forget about the stock if the price is already trading 
at P1.05 to P1.10 because it is already too far from the breakout point? Not necessarily. 
The entry at P1.02 to P1.03 is the “ideal” entry point and if you’re not as fast as professional 
traders, you really won’t be getting it at that price range. Actually, the entire breakout 
candle is the entry point. If it is indeed a successful breakout, then you are expecting that 
the breakout candle is just the start of a new uptrend, and buying at any point within the 
breakout candle is considered valid. 


The “ideal” entry point matters much to day traders and scalpers who need to maximize 
every cent they can get. Position and swing traders can get in at any price inside the 
breakout candle. If you can get it at the “ideal” entry point, the better. If you can’t, try to 
enter as near to the breakout point as possible (around P1.03 to P1.10) so that you are more 
confident with your position. Timing your entry can give you early gains, possibly 
intraday, just because you got in at the best time. 
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Is it ok to buy at P0.95 to P0.99 in anticipation of the breakout? 


No. Buying on breakout means that you have to wait for resistance to be broken before 
you enter a position. In our example, by the time the stock traded at least 2 cents above 
P1.0, then the resistance is considered broken. Buying at P0.95 to P0.99 is premature 
because there is no proof that the price will indeed breakout and go higher. 


Looking at it at a different angle, buying at PO.95 to P0.99 is actually buying near resistance 
which is dangerous! Remember, we buy near support and sell near resistance. So if you 
are buying near resistance and the resistance holds, chances are you will be stopped out 
from your position. At P0.95 to P0.99, the price is still considered inside consolidation 
phase and no one knows how long it will take for it to breakout. 


It should be clear that the Trading Breakout strategy means buying on breakout, not before 
the breakout. However, if you think that buying on breakouts is risky, then you may 
consider buying on the first pullback. This is discussed in the next chapter on Trading 
Pullbacks. 


BREAKOUT EXIT 


There are two places where you can put a Stop Loss. Stop Loss I is placed a few ticks 
_below the breakout candle while Stop Loss 2 is placed a few ticks below the support of the 
entire consolidation pattern. See the figure below. 


Breakout Exit 


1.20 (High) : 


Breakout Candle 


aoe |. cts ics 4 ORS 


Stop Loss 2 @ 0.78 





Figure 13-15. Breakout exit. 


Stop Loss 1 


Stop Loss I is a tighter and more conservative stop. It is placed directly below the breakout 
candle’s /ow. In our example where the breakout candle /ow is P0.90, the Stop Loss is 
placed at P0.88 which is 2 cents below P0.90. 
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The principle behind it is that a breakout candle is supposed to propel price higher. If the 
stock already reached P1.20 and at some point touched P0.88 again, then something must 
be wrong. 


After the breakout, the previous resistance at P1.0 should now act as support and there 
should be buyers wanting to buy the stock at that level. When price starts to stray away 
from your expected move based on your understanding of breakouts, then it’s time to get 
out of your position. 


Stop Loss 2 


Stop Loss 2 is a wider and more liberal stop. The only reason that you are putting a wider 
stop is because you believe that the breakout will eventually unfold and succeed and you 
want to give price more room to wiggle in. 


By choosing to use Stop Loss 2, you are telling yourself that Stop Loss J at P0.88 is too 
tight and it is normal for price to dip that low and still be able to resume the upmove. 
Setting a Stop Loss at PO.78 where the lower trendline of the consolidation is broken tells 
you that the breakout is really a failure and you have to get out as soon as possible. 
Otherwise, you'll be going down the drain with it. 


It is always a play of risk and reward. Using Stop Loss J lessens the risk because you lose 
a smaller amount if you get stopped out but it also lessens the reward because there is a 
possibility that you’ll be stopped out on a normal pullback before the uptrend resumes. 
Likewise, by using Stop Loss 2, you’d have to bear with a larger loss if you get stopped 
out, but you are sure that you won’t get pushed out of a profitable position with normal 
corrections. 


Day traders and scalpers are expected to use Stop Loss J while position and swing traders 
may opt to use Stop Loss 2. 


TARGET PRICE 


Sealing profits (assuming we’re exiting with profits) is always a fun thing to do but how 
do you actually come up with a target price? 


A target price or TP is a price where you will decide to sell some of your positions (lighten) 
or sell all your positions completely, with profits. Setting a target price after a breakout is 
somewhat arbitrary because it is hard to gauge how high the price is going to explode. But 
an important thing to remember is that your target price should be placed on areas of 
resistance where price has a high probability of stalling or reversing. For a detailed 
discussion on Target Price, see Chapter 17. 
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SMC - Daily 8/14/2014 
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Figure 13-16. San Miguel! = (SMC) Daily Chart: 2013-2014. 


SMC broke out of a triangle consolidation on March, 2014. When looking for Target Prices 
(TP), look for resistance areas on the left of the chart. 


Resistance | is a previous peak and can be considered a short term TP. But as you can see, 
after the breakout, price pierced through that area without any problem and no sign of 
reversal (SOR) or sign of weakness was seen. With that, you may want to hold on to your 
shares. 


Resistance 2 is an important area of support and resistance back in Sept. to Oct. 2013, and 
can be considered a valid TP. Notice how price seemed to consolidate in a tight flag in 
that area? That is a sign of indecision. It is ok to be vigilant and lighten on your position 
at this level because price may reverse at this area and you might lose some of your hard- 
earned profits. 


Resistance 3 is a major peak back in Oct. 2013 and is considered a very good place to sell 
everything, had you been holding your position all along. 


An alternative technique to exit out of a position with profits is by using trailing stops (see 
Chapter 18 for a detailed discussion on Trailing stops). 
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Break-Ousts 


EDSA 1, also known as the “People Power Revolution”, was a series of protests in the Philippines that 
started in 1983 and climaxed on February 22-25 1986. The success of EDSA 1 was a breakout from a 
20-year consolidation of all the grievances of the Filipino people under the regime of then president 
Ferdinand Marcos. The peaceful revolution had a volume of over two million Filipino civilians and 
religious leaders but many say that the real breaking point was when members of the military (Marcos’ 
stronghold) decided to join the cause. The revolution culminated with the exile of the dictator from 
Malacafiang Palace to Hawaii. 


EDSA 2, also known as “EDSA dos” was triggered in October 2000 when Gov. Chavit Singson of Ilocos 
Sur, a known friend and ally of then Pres. Joseph Estrada, accused the latter for being the “lord of all 
jueteng lords” and for receiving monthly remittances from jueteng money. 


An impeachment trial began in December of that year. It was presided by then Chief Justice Hilario 
Davide while Senators served as judges. What ignited the revolution was the refusal of 11 out of 21 
Senators to open the mysterious brown envelope that allegedly contained important documents to prove 
Estrada’s guilt. This prompted approximately two million Filipinos including political and religious figures 
to protest at the EDSA shrine from January 17-20, 2001. 


Despite the Estrada’s refusal to resign, the Supreme Court made a unanimous decision declaring the 
position of president vacant. This legitimized and allowed the vice-president, Gloria Macapagal-Arroyo, 
to take over. However, it should be noted that many groups who participated in EDSA 2 deliberately 
stated that they did not want Arroyo for president either, and some of them would later participate in 
EDSA 3. 


EDSA 3, also known as “EDSA Tres’, took place four months after EDSA 2. The volume of the protesters 
were a couple hundred thousand Erap-loyalists including some members of the opposition. It was ignited 
by the arrest of former Pres. Joseph Estrada in April 2001. The protest was held in EDSA for seven 
days. It culminated in a failed attempt to storm Malacafiang. The violent rally ended when most of the 
protesters left and the others who remained were dispersed by the police and military. 


EDSA 4 was launched by a group calling for the resignation of top government officials including Aquino 
and Binay. It was triggered by the death of 44 members of the Special Armed Forces group in the 
Mamasapano encounter. It took place in EDSA shrine on February 22, 2015. However, the volume was 
an estimated number of less than 1000 people rendering it unnoticed. 


Apparently, the success of these “break-ousts” decreases as the EDSA number increases so the 
protesters should rethink any attempts for an EDSA 5 to infinity. 


Chapter 14 - TRADING PULLBACKS 


I, myself, love trading breakouts but I wouldn’t say that it is my sole nor my secret trading 
weapon. See, there are times when breakouts fail. On other times, you just miss the ride 
up and get left behind on the sidelines. On some days you’re just not comfortable jumping 
in with the crowd, so you wait for the half time break so you can assess your stakes better. 
This is where trading pullbacks come in handy. This is your hitch ride after the first trip. 
You sit back, watch patiently and look out for signs that it’s safe to hop in. 


Pullback means a rest from an uptrend or a 
temporary weakness after an upward 
momentum move. And if consolidation is 
the important component of breakouts, 
uptrend is the important component of 
pullbacks. The idea is that a prevailing 
uptrend is present and you want to ride on it. 
Your task is to look for a good entry on the 
pullback. If an uptrend is not present then 
there is no point in buying just any weakness. 


Trading Pullbacks 





Figure 14-1, Pullbacks on an uptrend. 


There are 2 kinds of pullbacks 
based on structure. The difference 2 Kinds of Pullbacks 
can be clearly seen in Fig. 14-2. 


The Classic pullback is a uniform 
series of candlesticks that is | 
arranged almost successively below | ogg 

each other that they look like a 

staircase going down. The end of 
the classic pullback is usually a 
prominent Sign of Reversal (SOR) 
and is easy to spot for a possible Classic 
entry. 





Figure 14-2. Kinds of pullbacks. 


The Flag, on the other hand, doesn’t look like a steep down staircase, but is a rather tight 
consolidation of candles after a momentum move. Price doesn’t move down drastically 
which signifies controlled profit taking. Flags don’t usually end in SORs so the entry is 
marked by a breakout (BO) of the flag consolidation. 
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I use the term “Flag” to denote Flags, 
Pennants, Wedges, Banner, Streamer, Flags of the World 
Bandera, etc. They can come up with 
all sorts of names but I just call them 


Flag. If you look at the illustration | ?0dotg [i putea 
er 
| | | 


above, these chart patterns have 
almost similar features so why 
confuse ourselves with terms? What 
is important is that you know the 
form. 
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Figure 14-3. Different flag structures. 


Stock Knowledge: The most bullish form of a flag is one that is slightly angled down (the 1** and last flags 
in Fig. 14-3). The resulting breakout from a flag tends to be stronger when price slightly moves down before 
exploding. 


Let’s take for example this First Gen Corp. (FGEN) weekly chart. 
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Figure 14-4, FGEN Weekly Chart: 2012 - 2013. On the last week of April, 2012, FGEN finally broke out of 
consolidation with a volume spike to start an uptrend. The first pullback is a Flag showing controlled profit taking 
in a tight range. The second pullback is a Classic pullback characterized by a steeper decline in price. The 
volume decline in the first pullback is very notable while the second one isn’t that prominent. 
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PULLBACK ENTRY AND STOP LOSS 


You can’t just buy at any price during an uptrend because before you know it, the price 
may be pulling back a little too low and the loss that you’ll be taking may affect your 
decision-making which will in turn prompt you to sell prematurely. A good, calculated 
pullback entry allows you to sit back and trust your trading plan. A haphazard entry will 
most likely push you out of a supposedly profitable position. 


For the Classic Pullback, the SOR 
candle alerts you of a possible 
reversal. The exact entry point 
though is on the confirmation 
candle (on the next day) next to the 
SOR candle. Ideally, you enter a 
few ticks above the SOR candle’s 
high. The confirmation candle 
makes sure that the pullback is over 
and price will resume its uptrend 
already. The stop loss point is 
below the SOR /ow. 


For the Flag, the entry is on the 
breakout of the flag consolidation, 
a few ticks above the breakout 
point. The breakout point is the 
point where the flag pattern is 
broken together with a surge in 
volume. The stop loss can be set 
either below the /ow of the breakout 
candle (tight Stop loss 1) or below 
the low of the entire consolidation 
(loose Stop loss 2). 


As you may have noticed, the flag 
is like a mini version of Trading 
Breakouts. 


Classic Pullback Entry and Stop Loss 


Confirmation 


| 


oa ee 


1 


| sol init Stop Loss 
Py 


SOR candle 





Figure 14-5. Classic pullback entry and stop loss. 


Flag Entry and Stop Loss 


Figure 14-6. Flag entry and stop loss. 


Stop Loss 1 
Stop Loss 2 





Stock Tip: Make it a habit to draw the channel lines to define the boundaries of the flag. It helps to see 
the pattern and the breakout point more clearly. 
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PULLBACK FIRST RESISTANCE AND TARGET PRICE 


Target Price 
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ws . 1* Resistance 
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Figure 14-7. Pullback first resistance after entry. 


After entry in a pullback trade, the first test of resistance that you will encounter is on the 
high of the previous rally. If price breaks through it, then it is most likely to proceed with 
the uptrend. You should be happy holding on to your position until a target price has been 
reached. For a comprehensive discussion on Target price, see Chapter 17. 


In trading pullbacks, there are 5 criteria to consider before you decide to get into the trade: 


1. 


General Uptrend. Price must be starting a new uptrend (breakouts) or already 
in a prevailing uptrend. The younger the trend, the better. Older trends or trends 
which have been up and running for quite some time are obviously more prone to 
reversals than newer trends. 


The Pullback. Either the classic or the flag. It is a temporary weakness in the 
uptrend. Flags and pullbacks are continuation patterns so expect the trend to 
resume after the pause. 


Volume. There must be a dry up in the volume in both flag and classic pullback. 
The decline in volume during pullbacks is a sign of a healthy uptrend. It means 
that market is holding and not folding. 


Support. You don’t want to buy just any weakness on uptrends. There are areas 
of support which increase the probability of catching price on a pullback just 
before it goes back to its prior uptrend. 
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5. Entry on: 


(a) Sign of Reversal (SOR) for Classic Pullback. You have the trend and the 
area of entry. The only thing left is the “go signal” and the SORs provide 
you with that. Wait for an SOR on a support area in a pullback and you have 
there a high probability set-up that you can profit on. 


(b) Breakout (BO) of Consolidation for the Flag. Define the boundary of the 
flag as in Fig. 14-6, then wait for the breakout of the flag. 


Let’s make up a checklist on the criteria that we mentioned above. We'll call it the Pullback 
Set-up Checklist (PullCheck™). You must check at least one item under each of the five 
criteria to warrant an entry. The more items checked, the better. 


Pullback Set-Up Checklist (PullCheck™) 





General Uptrend 
Prior Breakout 
50 SMA angled up 
DMI/ ADX positive and above 30 
Pullback 
Classic 
Flag 
























Decreased volume during pullback 


Jt 
|_| Previous high, low, consolidation 
Moving Averages (MA) 
Trendline / channel line 


es 
fd 
rege Fib numbers 
(agi 










Sign of Reversal (SOR) 
Breakout of Consolidation (BO) 
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Pullback Set-Up Checklist (PullCheck) 


General Uptrend 
v 
50 SMA angled up 


DMI/ ADX positive and above 30 
Pullback 
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As you can see in Fig. 14-8, pullbacks don’t always look as perfect as how you would 
imagine it theoretically. After consolidation, MEG broke out on Dec. 2012 and started an 
uptrend. The 50 SMA is angled up and the ADX is above 30 which means that price is 
trending. I intentionally removed the 2 components of ADX (+DI and —DI) to unclutter 
the chart but it is expected that in an uptrending environment, the +DI is over the —DI. (If 
you forgot about ADX already, which I’m sure you did, you can do a quick browse on 
Chapter 8) 


Both Flag and Classic pullbacks are present. There is a dry up in volume in each pullback. 
The support used is the 15-EMA. So basically, each criteria in our checklist has been 
completely filled. 
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(1) The first pullback to the 15-EMA had 2 
entries. You could have detected the 
SOR first (on Dec. 19, 2012) or you 
could have entered the breakout (BO) 
of the short flag consolidation there (on 
Jan. 3, 2013). Either way, both could 
have worked fine. 
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Figure 14-9. First pullback. 
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(2) The second pullback 
showed an SOR at the | “°° Daly */24/2028 —— 
1I5S-EMA on Jan. 24, 
2013. Entry is on the 
next day (confirmation 
candle) when price 
traded a few ticks above 
the SOR candle’s high. 
Stop loss is placed a few 
ticks below the SOR 
candle Jow. 
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Figure 14-10. Second pullback. 


(3) The third pullback entry is on 
the BO of that tight 
consolidation of — short 
candles. Stop Loss is placed 
below the breakout candle 
(tight stop) or below the low 
of the entire consolidation 
(loose stop). 
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(4) On Mar. 4, 2013 (See Fig. 14-12), MEG tried a 4" pullback on the 15-EMA and gave 
us a clear SOR but the trend is already mature and is having a hard time sustaining the 
uptrend. Look at how far the price is to the original breakout point. 


You could still have taken the 4" pullback but the moment you see that the succeeding 
candles are having a hard time getting through the previous high resistance and given that 
the trend is already mature, you should consider liquidating or lessening your position 
because the chart tells you that there is something wrong. 
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Figure 14-12. Fourth pullback 


At this point, price failed to break the high and even broke the 15-EMA support. It shows 
that the previous uptrend has lost momentum because price failed to make a higher high 
and at the same time made a deeper pullback (Lower low). 


For the keen-eyed trader, there was another clue that gave away the trend weakness, did 
you see it? 
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Figure 14-13. Fourth pullback with high volume selling. 
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For the longest time since the trend started in Dec, 2012, volume has been declining at 
every pullback but that volume trend stopped on the 4" pullback. And did you notice those 
two heavy volume days corresponding to 2 long black candles on the price chart (See Fig. 
14-13)? Those were signs that the market is folding and not holding, and you should re- 
evaluate your bullishness when you see those subtle clues on a mature trend. 


(5) Trade no. 5 (see Fig. 14-14) is not part of the pullback trades in the previous uptrend 
and is more of Support and Resistance (SAR) Trade which is discussed in the next 
chapter. I included it here so you would appreciate the continuity of charting 
techniques. 


At this point, the previous uptrend is already halted. Price broke through the short-term 
MA (15-EMA) and is already trading below it. Notice that the ADX is starting to angle 
down and eventually fall below 30 which means that price is now sideways or non- 
trending. 


ADX falls below 30 = Trendless 
Figure 14-14, Fifth pullback. 





This 5" trade is still valid and profitable though, since the 50-SMA and the previous high 
support on the left are valid support levels. The SOR candle is also very prominent. Entry 
is on the confirmation candle (candle next to SOR), a few ticks above the SOR candle high. 
Stop loss is placed below the SOR low. 


What is important to remember here is that your expectation for this 5" trade should not be 
as bullish as that of the first 4 trades. That is because there is already an evident loss of 


momentum and you have to be more vigilant in monitoring your position in this trade. 


Let’s examine other charts. 
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The Golden Pullback™ 


[ reserved this topic after we have already discussed breakout and pullback trading because 
timing this set-up requires knowledge of both techniques. The Golden Pullback™ is the 
first pullback after a breakout. It is “golden” because it is the freshest entry into a 
budding trend. This is also considered as an alternative to buying breakouts. 


The goal is to use our breakout criteria (see page 135) to spot a valid breakout, and then 
wait for a pullback to the previous breakout point for a possible entry. 


The Golden Pullback 





Figure 14-19. The Golden Pullback. 


It is very common that price will never look back after a breakout and leave you behind 
entirely. That is alright. You cannot chase price once it is already too high. There is a 
proper entry for every set-up. 


Trading the Golden pullback or any pullback for that matter, requires a lot of patience and 
emotional control. The market is always there and opportunities never run out so don’t fret 
if you missed one set-up. Just continue to follow the movement of the stock you are 
interested in and wait for the next good entry. 
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Figure 14-20. Aboitiz Equity Ventures, Inc. (AEV) Daily Chart: 2012-2013. The 50-Peso level is a whole number 
natural resistance and AEV seemed to be stalling at that price level. If you missed the breakout on Dec. 3, 
there's nothing to worry because the Golden Pullback is just waiting to trigger five days later. Pullback artists 
didn't really plan to trade the breakout. They were just really waiting for the pull-back to the 50-peso support 
(previously resistance). Position traders, on the other hand, may have gotten in at the breakout, and added 
more on the pullback for the long ride. 





The Golden Flag™ 


The Golden Flag™ is the Flag version of the Golden Pullback™. It is the first Flag 
formation after a breakout. Some breakouts are so strong that price won’t dip low 
enough to touch the previous breakout point. Instead, it makes a short and controlled flag 
formation before it proceeds to the up move. 


The Golden Flag 
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Figure 14-21. The Golden Flag. 
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If price is not pulling back to prior resistance area after a breakout, then you must open 
yourself to the possibility of a flag formation. Anticipation of possible price formations 
makes it easier for you to time your entries. 


SMC - Daily 6/2/2014 
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Figure 14-22. San PANES Corp. (SMC) Daily Chart: 2014. After the March 14 breakout, SMC totally bade 
goodbye to the 55-Peso level and the only entry left for those who weren't able to get in the breakout was the 
Golden Flag™ whose formation was actually quite obvious. If you review the price movement after the breakout, 
you'll see that after the three long white candles, you'll see an SOR (doji) at the P73.50 level hinting that a 
reversal may soon take place. But instead of dropping down for a pullback, price traded on a tight range between 
P70.00 and P73.50. That should already alert you of a possible flag formation. True enough, the Golden Flag™ 
was the only remaining entry point you have in the entire up move. The move was so strong that entry points 
on weakness were very scarce. 


I understand that a lot of traders prefer trading breakouts over trading pullbacks. It takes a 
lot of discipline and patience to buy a stock that is showing (temporary) weakness, as in 
pullbacks, compared to one that is obviously and bullishly breaking out. 


It takes a lot of self-control to not be tempted to join the breakout crowd and calmly wait 
for the pullback which may not even come. But when you truly master the art of trading 
pullbacks, you'll understand that it is one of the little secrets in trading that only a few are 
capable of exploiting to its maximum potential. 


My Blueberry Nights 


| really love the Blueberry Danish bread in French Baker. | could eat a dozen of them in one sitting if 
given the chance. The price of one piece is around 60 Pesos. But | always get it at half the price. 


The secret: | fall in line at 9:00 pm before the bakeshop closes. Everything is sold at 50% discount. Why 
buy at the regular price when you can get the same thing at 50% discount if you have the patience to 
wait for the right time? 


Yes, sometimes | miss the blueberry Danish because | am way behind the queue or the person right in 
front of me happened to be panic buying for the zombie apocalypse. But that's alright, | can buy a 
different bread or | can always buy again on pullback tomorrow. 


Chapter 15 - SAR-SOR™ TRADING 
(Support and Resistance - Sign of Reversal Trading) 


Trading Breakouts and Pullbacks are still your best tools in trading because those 
techniques are based on the fact that you are trading uptrends and the momentum is in your 
favor. 


Support and Resistance (SAR) — Sign of Reversal (SOR) Trading, on the other hand, is 
based on the SAR principle of “Buy at Support and Sell at Resistance”, while the Sign of 
Reversal (SOR) gives the cue on when to enter / exit. It involves trading ranges, 
downtrends, and breakdowns, which are low-probability set-ups and maybe too risky for 
some. 


So why include this chapter if it involves low-probability set-ups? Because this chapter: 


(1) Gives you an idea on how alternative trading strategies work and how it can be 
profitable as long as you know what you are doing. 


(2) Teaches you how to deal with downtrends, sideways movements, and breakdowns 
if you wish to trade them. 


(3) Explains how you can maximize the concept of Support and Resistance and Signs 
of Reversal in real-life trading. 


(4) Trains your eyes in following price movement as they unfold in the charts. 


SAR-SOR Trading is an advanced trading technique that incorporates the different 
technical principles that you’ve learned from this book. This type of trading may require 
a deeper understanding of market structure, price movement, technical indicators, 
individual stock behavior, and risk management, for it to be effective. It also requires a 
good sense of timing and proper execution. 


If you are new to trading, I suggest that you stick with trading breakouts and pullbacks only 
until such time that you feel more confident in taking more complicated set-ups. 


COUNTERTREND TRADING 


Countertrend trading is literally trading against the trend. In the PSE, this means going 
long (or buying) when a stock is trending down, with the aim of seizing a quick profit as 
you sell at the end of short rallies. Countertrend trading requires precise timing as it 
depends on calculated entries and exits so that you are sure that you’re out when price 
resumes the plunge. Imagine yourself as a thief trying to sack the loot as fast as possible 
before the alarm goes off. We all know that the trend is your friend and going against it is 
quite risky so be extra careful when countertrend trading. 
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Figure 15-1. Alliance Global Group, Inc. (AGI) Daily Chart: 2014. 


Step 1 - Check Status 

While looking at the chart, you’d have to evaluate what is happening. From the Jow of 
P21.95 on Dec. 2013, AGI’s price went all the way to P31.85 on May 2014 (I connected 
these two significant points using the Fibonacci retracement tool). That’s a +45% increase 
from the P21.95 Jow. After it reached the peak at P31.85, price pulls back to P29.00 level 
on high volume (bearish sign of Distribution). The next rally didn’t only fail in making a 
new high, but it didn’t even reach P32.00 for a retest! You can say that it looks like a Head 
& Shoulders formation and I would have to agree. After reaching P31.00 level, price 
plunged all the way to P28.00 with gapping down candles. Now that is really bearish! And 
I could say that this already has the looks of a valid downtrend. 


Step 2 — Weigh the Odds 
On June 18, there you see a hammer Sign of Reversal (SOR). Is it a good idea to buy? 


Cons: 

(1) You are already aware that AGI is in the middle of a downtrend, so you have to taper 
your expectations. Do not think that this will magically go up to P32.00 soon because the 
stock is very weak. At most, your Target Price should just be around P29.51 Fib resistance 
which also coincides with the upper channel line resistance we just drew. 


Pros: 

(1) There is an SOR (hammer) today rejecting lower price levels. 

(2) It is an area of major support because it was the March 2014 support. 

(3) It is the 38.2% Fib retracement level. 

(4) It is exactly touching the lower channel line support. 

(5) Price has gapped down while pulling back so there may be a chance that the gaps 
maybe sealed on a possible rally. 
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Step 3 - Decide 

Buy at P28.55. 

Stop loss at P27.85. 

Target Price at around P29.50. 


Given the 5 evidence that buyers may be enticed to buy at this level gives you confidence 
that there may be a “play” here even though you know that you are catching a falling knife. 
What is important is that you are aware that what you are catching is a falling knife and the 
moment it does something that is out of plan, you’d have to get out with a little scar. 


Professionals enter on the reversal candle itself, buying at P28.00 level. Again, it’s a play 
of risk and reward. Wait for the next day for confirmation (stock trading above SOR 
candle’s high) and you lower the risk but also the reward. Stop loss is placed below the 
SOR candle because if it goes below that, then this stock isn’t rallying. 
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Figure 15-2. Alliance Global Group, Inc. (AGI) Daily Chart: 2014. 


Using the SAR-SOR strategy, you are expected to sell near resistance so the sell signal is 
around the P29.50 mark. Why sell at P29.50? 


(1) Upper channel line resistance. 
(2) 50-day MA resistance. 
(3) 23.6% Fib resistance. By the way, professionals sell while the stock is going up. 


On July 11, a long bearish engulfing candle appears and you know that the short-term rally 
is over (see Fig. 15-2). The candle closed at P28.60 and at this point, you should have no 
position at all. On that same Friday night, news spread that Mr. Andrew Tan, chairman 
and CEO of Alliance Global Group Inc., sold P7 Billion worth of AGI shares at P28.30. 
Monday is a scary day for AGI holders. 
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Figure 15-3. Alliance Global Group, Inc. (AGI) Daily Chart: 2014. 


Step 1 — Check status 
After the Andrew Tan selling news, price plunged from P28.60 to P25.80. An almost - 
10% decline in a matter of 2 weeks. 


Step 2 — Weigh the odds 
We see another SOR on the 61.8% fib support, which was confirmed on the next day 
(confirmation means that the stock traded above the SOR candle’s high). Is it ok to buy? 


Cons: 

(1) Again, you should be aware that this stock is already downtrending and all you are 
hoping for is a swing trade on a possible rally, and nothing more. Going against the trend 
(buying on a downtrend) is a risky trade so you must be vigilant. 


Pros: 

(1) Confirmed SOR. 

(2) 61.8% Fib support. 

(3) January 2014 consolidation support. 

(4) AGI hasn’t rallied yet since the Andrew Tan selling, so there may be a “play” here. If 
it doesn’t rally here, then the next probable rally point is at the 78.6% Fib support at 
around 24 Pesos. 


Step 3 — Decide 

Buy at P26.35. 

Stop loss at P25.80. 

Target Price is around the 28-Peso area. Why? Because that is (1) the 38.2% Fib 
resistance. (2) 21-SMA resistance. (3) Previous low resistance. 
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How come we did not mind the SOR (hammer) along the 50% Fib retracement level? It’s 
because the confirmation candle didn’t really confirm the reversal. Had you entered at that 
SOR candle at 27-Peso level, you should have lightened or got out the next day when the 
black candle showed no encouragement. 


In my case, I was waiting for the price to go lower because I don’t expect people to buy on 
the next Fib level after Andrew Tan sold his shares. It was more of a personal discretion 
not to get in too early because I know that the Andrew Tan effect is still fresh at the 27- 
Peso area. 
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Figure 15-4. Alliance Global Group, Inc. (AGI) Daily Chart: 2014. 





The encircled candles are weak candles consolidating at 28-Peso resistance level. These 
candles show indecision and you should already be out of your swing position by now. 
You can easily differentiate momentum moves characterized by long white bullish candles 
from the encircled weak candles that are going nowhere. 
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Figure 15-5. Alliance Global Group, Inc. (AGI) Daily Chart: 2014. 


Step 1 — Check Status 

On August 22, a very bullish Sign of Reversal (SOR) appeared at the 78.60% Fib level at 
around 24 Pesos. Notice that it is accompanied by extraordinary volume too. That very 
long SOR candle was also able to seal the 15-point gap on December 2013. 


Step 2 — Weigh the Odds 


Cons: 
(1) Price is still trending down and AGI may still go down to 22 Peso-ultimate support. 
(2) Moving averages are still angling down emphasizing the downtrend. 


Pros: 

(1) Bullish SOR with heavy volume. Price rejecting anything lower than 24 Pesos. 

(2) 78.6% Fib support. 

(3) 5 Waves completed. 

(4) Previous Gap sealed. 

(5) Black candles declining sharply (which are better reversal candidates than short candles 
in slow decline). 


Step 3 — Decide 

Bid at P24.00. 

Stop loss at P23.35. 

Target price at around P26.00 to P27.00. P25.00 is too close a target. 
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Figure 15-6. Alliance Global Group, Inc. (AGI) Daily Chart: 2014. 


Fig. 15-6 is the current chart of AGI as of Sept, 26, 2014. Notice that the Fibonacci 
retracement is now connecting the previous peak at around 32 Pesos to P23.40 (compare 
to previous charts). This is done to reveal possible Fibonacci resistance levels in the future. 
In fact, look at how the 38.2% Fib level together with the 50-SMA acted as a strong 
resistance a day before the current candle. Also notice how the short term MA (21-SMA) 
is now sloping up. That should give the bulls some hope of a good recovery. I drew arrows 
on the possible course of the 21- and 50-SMAs. The 21-SMA may soon start to cross 
above the 50-SMA (bullish) while the 50O-SMA may soon start to flatten (because it is still 
sloping down now), and possibly slope up in the future too. These are just assumptions, 
and the stock should still be monitored because like what I always say, “In the market, 
anything can happen anytime”. If the 21-SMA and 50-SMA fail to slope up in the next 
few weeks, then AGI may stay in its current range of P24.00 to P26.00 until it finally 
recovers. 


If we sum up the three countertrend swing trades we took in the downtrending AGI, we 
get: 


Trade 1 (P28.55 to P29.50) = + 3.32 % 
Trade 2 (P26.35 to P28.00) = + 6.26 % 
Trade 3 (P24.00 to P26.50) =+ 10.42 % 


That’s a + 20% profit on a downtrending stock. Not bad if you were able to time the entries 
and exits well. I personally traded this stock this way and I actually discussed it in our FB 
trading group, The Trading Post, as it happened. 


Again, not every downtrend is as clear cut as this one. Though it works, I still would like 
to remind you again that countertrend trading is risky. And if it is not clear cut, meaning, 
the support and resistance levels are hard to spot, then all the more that you should stay 
away from it. 
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DEALING WITH BREAKDOWNS 


This topic is not about handling separation anxiety after a long-term relationship with your 
now ex-girlfriend. © 


A Breakdown has the same exact characteristics as a Breakout (prior consolidation, 
explosive price move, volume spike, etc.), except that it explodes downward instead of up. 


In the PSE where we can’t do short-selling, a breakdown can only be viewed as a reason 
to exit a position and never an opportunity to enter. That is true. But what sets a master 
trader apart from the rest is his ability to perceive an opportunity after the breakdown. So 
he silently stalks the stock and observes what happens afterwards. The average trader 
would let go of the stock and switch to another at the first sight of the breakdown. 







LTG - Daily 5/15/2014 







News: LTG earnings plunge 
61% from P4.14 Bil on the ist 

qtr of 2013 to only P1.61 Bil on 
the same qtr this year (2014) 






Mn 
ny thay 


(fe 





"HOW Dec 2014 Feb "haar Apr Ney Jun hat Aug 
Volume = 9,582,800 


nl Mbilsnae Loe ee ahi sll ta cteveta eth davat | boitortilall “ ih velba tuted 
Figure 15-7. LT Group, Inc. (LTG) Daily Chart: 2014. 





Step 1 — Check Status 

LTG was silently moving sideways until some horrible earnings report hit the news on May 
15, 2014. It sure sent LTG gapping down with a long solid black candle and no sign of 
support from the bulls anywhere. That catches our attention and we intend to monitor 
LTG’s price movement for a Sign of Reversal (SOR) at a support area. 
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Figure 15-8. LT Group, Inc. (LTG) Daily Chart: 2014. 





After the negative earnings report, there was no sign of optimism for LTG whatsoever. 
Even the lower channel line support was pierced through like hot knife on butter 
(breakdown). Just when everyone is bashing LTG and avoiding Lucio Tan stocks, you, on 
the other hand, should stay focused and monitor price movement. 


Price kept on falling like a bottomless pit down to 14-Peso level. A small gap back in 
January has been sealed along with the dive. Now what is interesting is that price seemed 
to be halting at the 14-Peso level as shown by the weak candles that couldn’t get any lower 
than 14 Pesos. 


Step 2 — Weigh the Odds 

Is it a good idea to buy? Let’s examine. The SORs are the consolidating weak candles 
appearing after those long black momentum candles. It is evident that the downward 
momentum has weakened and institutional buyers are present at the 14-Peso level. The 
first confirmed SOR candle is the 4° SOR candle (the 5" candle confirmed it because it 
traded and closed above the 4" candle’s high). Candle 1, although a valid SOR candle, 
wasn’t confirmed by Candle 2 so you’d have to wait for a better entry. 


Just how formidable is the support at the 14-Peso level for you to even consider catching a 
falling hot knife? We’d have to zoom out the chart. 
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Figure 15-9. LT Group, Inc. (LTG) Daily Chart: IPO to 2014. 


As you can see in the long Ghostline in Fig. 15-9, the 14-Peso level has been an area of 
historical support and resistance and thus is considered very significant! To buy at this 
area provides a low-risk entry even for long-term traders and investors. 


Step 3 — Decide 

Buy at P14.52. 

Stop Loss at P13.96. 

Target Price at around P17.00. 
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Figure 15-10. LT Group, Inc. (LTG) Daily Chart: 2014. 
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Step 1 — Check Status 
After our 14-peso support level entry, LTG is showing us another set-up. Price 
consolidated in a triangle and is breaking out of it with good volume (see Fig. 15-10). 


Step 2 — Weigh the Odds 


Pros: 

(1) Triangle pattern spotted. 

(2) Volume inside the triangle is declining which is consistent with the pattern. 
(3) Breakout with good volume spotted. 


Cons: 
(1) There is still a possibility that the triangle will break down and continue the previous 
steep down move. 


Step 3 — Decide 

Hold existing and Add at P14.96 (close of breakout candle). 

Stop Loss at P14.56 (2 ticks below the same breakout candle). 

We take the trade and buy on breakout of the triangle. We set the Target Price where we 
are expecting resistance. The previous support at 17-Peso level is our Target Price for 
selling. 
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Figure 15-11. LT Group, Inc. (LTG) Daily Chart: 2014. 





















The 17-Peso Target price has been reached in August 15, at the same time sealing one of 
the two gaps. 


If we sum up the 2 LTG trades: 


Trade | (P14.5 to P17.00) = + 17.24 % 
Trade 2 (P14.96 to P17.00) = + 13.64 % 
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That’s + 30% profit for a 3-month hold. Not bad. © Had you turned your back on LTG 
during the May plunge, you could’ve missed both monetary and learning opportunity. 
Lesson learned is that you should stay focused in following price movement. Stalk the 
stock like a hawk. Leave the trauma and drama to the crowd. Mind your own business 
and stay focused. 
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Figure 15-12. LT Group, Inc. (LTG) Daily Chart: 2013-2014. 


Another look at the larger picture shows that history may not repeat itself exactly, but you 
may observe some similarity. The bottom recovery triangles on the last months of 2013 
have some similarity with that of the May 2014 recovery. Seeing these patterns gives you 
additional confidence in anticipating future price action. Also notice how our 17-Peso 
Target price coincides with a Ghostline coming all the way from May 2014. That should 
give you additional reason to sell at the 17-Peso level. 
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BREAKDOWN AND COUNTERTREND COMBINATION 


And if breakdown and countertrend trading don’t sound too risky for you, how about we 
combine them and see how we can catch a blazing falling knife attached to a missile? 
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Figure 15-13. Puregold Price Club, Inc. (PGOLD) Daily Chart: 2014. 


Step 1 — Check Status 

On Aug. 14, 2014, PGOLD was dumped like hot potato on news of lower earnings. It 
broke the 40-Peso previous low support on high volume and it looks like it’s not stopping 
there. This causes panic selling and you should expect to hear some noise in trading groups 
and forums. While the market is in chaos, you should focus. And instead of leaving the 
stock behind and ignoring it because it is most likely going to dive deep, you should 
actually monitor its movement for possible bounce plays. A stock doesn’t go down forever 
or at least not in a straight line forever. There will be rallies and bounces so there maybe 
opportunities for quick trades. The steeper the decline, the better is the bounce. Slow 
declines tend to have slow rallies too. So PGOLD is now in your monitor list. 


Thinking like a pro, we zoom out the chart and see where institutions will probably come 
back in after the dust settles. 
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Figure 15-14. Puregold Price Club, Inc. (PGOLD) Daily Chart: 2013-2014. 


By looking at the bigger picture and placing some trendlines on important support and 
resistance areas we realize that PGOLD didn’t just break the 40-Peso previous support 
trendline (1), it also broke a diagonal trendline (5) coming all the way from July 2013. This 
is definitely very bearish. 


Notice how support lines perfectly coincide with whole numbers: 40, 36, 34, and 32. Being 
whole numbers, they add value to the criteria of being good support levels for a bounce. 


I placed channel lines (6) to see where the lower channel support will be. A circle was 
placed marking the spot where previous low support (2) coincides with the lower channel 
line (6). That spot at P36.00 is our first candidate for a probable bounce area. The only 
missing criteria now is an SOR for entry. So we wait. 
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Figure 15-15. Puregold Price Club, Inc. (PGOLD) Daily Chart: 2014. 
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There was no SOR at the 36-Peso level so there was no entry. All we get are long bearish 
momentum candles so we wait further. Price continued to dive to the 34-Peso level support 
and now we are seeing Signs of Reversal in the form of weak candles. The momentum 
move down is halted and this is a good sign for a bounce. 


Step 2 — Weigh the Odds 

Pros: 

(1) P34.00 level is a historical support level. 

(2) Weak candle SORs are spotted halting the downward momentum move. 


Cons: 

(1) PGOLD is pretty much still bearish and this is probably just a dead cat bounce 
(momentary rally) and price may still break P34.00 and proceed to P32.00 so you should 
be cautious. 


Step 3 - Decide 

Bid at P34.00. Entry is made as near to the 34-Peso support level as possible. 

Stop Loss at P33.30. 

Target price is at P36.00 since it is the nearest resistance. Remember that P36.00 was our 
first candidate for entry because that is where trendline (2) and channel line (6) coincide? 
It means that P36.00-level is a very important SAR area. We should lower our expectations 
in setting the Target price since the stock is still very much bearish and we are just riding 
a bounce rally. 
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Figure 15-16. Puregold Price Club, Inc. (PGOLD) Daily Chart: 2014. 


PGOLD reached P36.60 before tumbling down once more. Our target price has been 
reached and we sell everything near P36.00. Now price makes a lower /ow and is trading 
near our 4" line of support at P32.30 (which is also the historical Jow on June 25, 2013.). 
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We switch to our RSI indicator (I use RSI and STS to look for divergence when price 
makes lower /ows like this) to confirm and voila! A bullish divergence on RSI! Price 
makes a lower /ow but the RSI does not confirm as it is making a higher /ow. 


On Sept. 11 (See Fig. 15-16), we see a bullish harami-looking SOR candle and that is our 
cue. The P34 to P36 previous support areas will now be our new resistance levels. P34.00 
is the minor resistance and P36.00 is the major one. 


PGOLD - Daily 9/26/2014 
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Figure 15-17. PGOLD price chart scenario building. 


As of today (Sept. 26, 2014), price already reached TP of around P35.85, after our last buy 
on the harami SOR. For long term traders, you are already in a good position until PGOLD 
completely recovers back to P42.00 level, if it will, so just hold. For swing traders, you 
can go in and out of this stock as long as you do SAR-SOR analysis. I’ve provided 3 
possible scenario on PGOLD’s future price move. 


Stock Tip: Master Traders create scenarios of different possibilities (like that in Fig. 15-17) in order to 
assess the status of price in the chart. Like chess grandmasters, Master Traders can visualize a series of 
outcome variations out of a single move. 
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RANGE TRADING 


Range trading is a technique used when a stock is non-trending or is in sideways movement. 
It’s as simple as looking for major support and major resistance areas, connecting the 
support lines and connecting the resistance lines to form a channel, then looking for Signs 
of Reversal for entry and exit. 


Range trading makes use of the SAR-SOR™ principle of “buying at support and selling at 
resistance”. It usually has a good risk/reward ratio because the Stop /oss is near (you’re 
buying near support so the Stop Loss is just a few ticks below it) while the Target Price is 
far. 


Take note that the major support is not just a line in the chart drawn at the bottom of pivot 
lows. The major support reflects institutions who have huge bids or buy orders at that 
level. And if that level holds, then more buying ensues. If at some point, the sellers 
overwhelm the buyers at this major support area or if the huge bids of big institutions 
suddenly disappear, then the major support gives in and the stock crumbles. 


Selling on major resistance follows the same analogy. If institutions have heavy sell orders 
at a certain area, then chances are price won’t get passed it. Now, if some fundamental 
news comes in and valuations for the stock increases, new buyers come in and may push 
the stock beyond the resistance line, which will lead to a breakout. 


If you bought the support and you think that there is a possibility that price is going to 
break out of major resistance, it would be prudent to lighten or sell a portion of your shares 
(test sell) at the resistance. You get to keep some profits, and you still have some position 
just in case price breaks out. The partition is up to you — 50-50 (sell 50, risk 50), 75-25, 
etc. 


In range trading, oscillators like Stochastics (STS) and RSI can give you a helping hand. 


RRHI - Daily 9/26/2014 
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Major support has been established at the 62-Peso area, possibly up to 60-Peso level (check 
Dec. 2013 to Feb. 2014 resistance). Now all you need to do is buy near support and sell 
near resistance. The Stochastic indicator gives you unparalleled cues as to when to buy 
and when to sell. 


Whenever price touches the 62-Peso support and STS dives below 20 (oversold), you 
should already be braced to do a test buy. It is called “test buy” because you are buying 
near support and testing the waters if support will hold. 

Your entry signal is an oversold STS which is starting to angle up and your entry cue is the 
SOR candle. Stop loss is placed below the SOR candle’s /ow. The target price is the major 


resistance coupled with an overbought, angling down STS. 


An alternative way of placing an order in range trading is by putting Good ‘Til Cancelled 
(GTC) buy order at the 62-Peso level then putting a GTC sell order at the P70 level. 


These RRHI range trades can give you around +12% profit for every swing. © 


RANGE TRADING - FUN EXPERIMENT ON ALHI 
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Figure 15-19. Anchor Land 4 Holdings. Inc. ALA Daily Chart: 2013-2014, 


Anchor Land Holdings, Inc. (ALHI) is a very illiquid stock. Just by looking at the chart, 
you don’t really want to spend time analyzing it because price movement is too choppy 
and erratic for any technician to get anything out of it. Average value turnover for a day is 
roughly worth P60,000. Fig. 15-20 is an example of a bid/ask board that you’ll see on a 
typical trading day of ALHI in 2014. Notice the large spread between the Bid at P12.78 
and Ask at P13.42. That’s a whopping 5% spread! 
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Figure 15-20. ALHI Bid / Ask Board. 


Now, if you ask your bored grandma to monitor what’s happening with ALHI daily, she’ll 
tell you that it goes down in the morning, then goes up in the afternoon. When you look at 
the chart, you’ll realize that your grandma is right because the daily white candles tell you 
that ALHI opens low then closes high. Hmmm... 


As a matter of fact, I did try this for fun. You just have to bid at the same sweet spot of 
P12.78 and ask at P13.42, every single time. You may use your GTC orders so you won’t 
have to monitor all day. True enough, there would always be one or two retail traders who 
can’t wait to dispose of their shares and would dump them into your Bids. Then there 
would always be one or two brokers buying at P13.42. 


If you want to make sure that your shares get sold easily, lower your ask to P13.40 or 
P13.38. Sometimes you get a +16% bonus when price suddenly jumps to P16.0 for no 
reason (see Fig. 15-19). Isn’t that fun? 


But before you search the PSE for “basura” stocks with horrible charts, let me tell you that 
trading illiquid stocks are not at all that advisable. Firstly, you can’t even get enough 
volume to reap significant profits. Just look at the Size in the bid/ask board, 600 shares? 
800 shares? Secondly, there are days when stocks like these have zero trade (nobody 
bought or sold the stock for entire trading days) so your money gets stuck in limbo for an 
invariable amount of time. And most importantly, it may not be worth your while. 


The lesson here is about trading ranges - buying support and selling resistance and not 
“basura” hunting. Technical analysis works best in heavily traded stocks because the chart 
reflects crowd psychology. The 5 to 10 traders who trade ALHI daily certainly do not 
represent a “crowd”. But if in some weird way, you find this fun experiment exciting rather 
than absurd, then this example should show you how it is done. Who says you can’t 
improvise your own trading technique? Whatever works! Just make sure to pocket some 
profits as you explore. © 
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RANGE TRADING — UPTRENDING CHANNEL ON MWC 
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Figure 15-21. Manila Water Company, Inc. (MWC) Daily Chart: 2013-2014. 


I’m fond of making channel lines in my analyses and this MWC chart is a good example 
of channel lines indicating support and resistance (SAR). I placed a Midline in the middle 
of the channel to separate the lower channel area (buying area) and the upper channel area 
(selling area). 


As you can see, MWC has been following the channel line religiously all throughout 2014. 
The buy signals are triggered every time price hits or trades near the lower channel line 
support. SORs in the form of weak candles are seen in every U-turn. And with the help 
of the stochastics indicator, you get to strengthen your convictions regarding your entries 
and exits. So this kind of trading technique incorporates 3 technical evidence to give buy 
and sell signals, namely: Channel lines, SORs, and Stochastics. 


It is true that horizontal SAR levels are more reliable than diagonal ones (channel lines and 
trendlines) because they are based on constant price levels. So let’s add a 4" evidence, the 
horizontal price-based SARs, to improve our analysis. 
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MWC - Daily 9/26/2014 





Figure 15-22. Manila Water Company, Inc. (MWC) Daily Chart: 2013-2014. 


I placed 4 horizontal trendlines (together with the channel lines in the background) to 
further clarify SAR levels in the same MWC chart. Trendlines | and 2 show retests of 
previous support levels while Trendlines 3 and 4 show how previous resistance levels now 
act as support and thus are good levels for buying. Do you now see how technical analysis 
tools combine to come up with a sound trading decision? The more evidence you get, the 
stronger is your conviction with the trade and the higher the probability that price will go 
your way. 


And if all that is not enough, you can still zoom out the chart and look at the bigger picture 
to see a longer term perspective of price movement. 
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Figure 15-23. Manila Water Company, Inc. (MWC) Daily Chart: 2013-2014. 


As you can see in Fig. 15-23, the current price movement inside the channel is part of the 
recovery of MWC from a major plunge from P41.00 to half its value at around P20.00. 
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There was a big gap created exactly a year ago (Sept. 2013) waiting to be sealed at the 31- 
Peso level. By adding a Fibonacci retracement tool and connecting the nearest major peak 
(P41.40) to the nearest major trough (P20.35), we get to see where price will probably be 
halted by resistance. 


Notice that the Fibonacci levels always coincide with major support and major resistance 
areas in Fig. 15-23. By looking at the big picture and adding Fibonacci retracement levels, 
you are now guided as to what to expect from price action and where to expect resistance 
and support levels for possible selling and buying opportunities in the future. © 


No Queen to Win 


| learned to love the game of chess even as a kid. The mental stimulation excites me and | find the 
chess pieces rather fascinating. But there's this kid in our neighborhood who never fails to take away 
the smile in my face whenever we play the board game. It’s not because he’s older or beats me more 
often than often, but he does this one thing that would annoy anyone who loves chess. He eats away 
my queen with his queen during the first few moves every single time then proceeds with the game like 
it was the cue that he’s actually into the game now. You see, anyone who ever played chess loves the 
queen. It's the most powerful and most versatile piece in the board and there are countless fun and 
creative ways to beat your opponent with it while evading his / her own queen yourself. 


But of all places, | was lucky to live near this one of a kind boy who loves to play without queens. | 
wouldn't mind if he took away his queen but he’s taking away mine in the process too. During his first 
few moves, his face is dead serious and you can barely notice him breathe. But once the queens are 
out, he relaxes and smiles. That's exactly the reverse of what happens to me. 


| grew up not having the chance to ask this kid who taught him this wicked strategy and why he did it. | 
didn’t even know if he survived teenage life because there sure were lots of tricycle drivers and ‘tambay” 
chess masters in our area who wouldn't take his queenless gambit a joke. 


As | ponder about those games we shared, | have come to realize that this kid wasn’t bullying me or 
trying to make me hate the game. He was merely, consistently, following a strategy. A strategy that 
involves both him and his opponent fighting handicap. A low probability set-up that he knows how to 
control. If he knows how to win without a queen and his opponent doesn't then it would really be easy 
to topple the confused enemy in a queenless battle 


Some players don’t need a queen, a complete army, or a high probability set-up to win. Some players 
just stick to their tried-and-tested gameplay, however unorthodox it may be. 


CHAPTER 16 - DECODING THE POPULAR PATTERNS 


I’m quite sure that the names of the following patterns are very, very familiar to you: 


Head and Shoulders (H&S) 
Inverse H&S (iH&S) 

Double Bottom and Triple Bottom 
Double Top and Triple Top 

Cup with Handle 

Saucer 

Triangle 


So SS PSE 


In fact, they are so popular that they seem to be the hallmark patterns of charting. The 
question is, how many times have you seen or traded a “valid” Head & Shoulders or Cup 
with handle pattern in the PSE? Little to none. 


If you come to think of it, all these celebrated patterns just fall under 2 basic categories - 
breakout (breakdown) and pullback patterns. If you read and understood our core trading 
techniques (trading breakouts and trading pullbacks), then that’s it. You don’t need to 
worry about these miscellaneous, yet popular, patterns. Knowing the basic patterns 
(breakouts and pullbacks) is really the key to understanding the more complex ones. 


In this chapter of the book, we are going to look into these large patterns and examine the 
more important details inside. As a trader, knowing the names of these patterns is not as 
important as understanding what happens inside them. We will also be looking at key 
tradable points that you can take as the pattern unfolds. Yes, you can wait for the entire 
bulky pattern to complete, but you can also take some trades inside the pattern which may 
prove to be profitable. 


Decoding the Head and Shoulders Pattern 


First of all, it is important to remember that 


the Head & Shoulders (H&S) pattern is a H&S Pattern 
bearish reversal pattern which means that it 

halts and reverses uptrends. Therefore, this Head 

pattern is only valid when seen on top of Leftshoulder ~~ Right shoulder 


uptrends. With the wavy nature of price — a“ 
movement, it is possible to spot an “H&S- 
looking pattern” anywhere on the chart (in 
sideways movement for example). But 
even if the form and shape are there, if it is 
not in its proper location (on top of 
uptrends), then it won’t make any sense. 


Neckline 





Figure 16-1. H&S pattern structure 
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As we all know, the Head & Shoulders 
(H&S) pattern is composed of a Head in H&S Pattern 
between the Left and Right Shoulders. 
The Neckline is a trendline connecting the 
lows or “armpits” of the Jeff and right 
shoulders. 


Head 
Lefishoulder ~~ Right shoulder 


or. 


Breakdown 


The neckline is drawn to determine 
support. It also marks the area where Neckline 
breakdown on the right shoulder occurs 
(encircled area). Breaking of the neckline 
is the sign that price is going for a deep 
correction with a minimum price 
objective equal to the height of the Figure 16-2. H&S minimum price objective 
neckline to the head. 


Minimum price objective 





Left shoulder 5 Right shoulder 


2 





Figure 16-3. H&S Left shoulder Figure 16-4. H&S Right shoulder 


If we dissect the H&S pattern, we see that it is actually composed of an uptrend on the left 
shoulder and downtrend on the right shoulder. So basically, the H&S pattern is just an 
uptrend that met resistance on the ead and made a deeper correction than what is 
considered normal for the continuation of the uptrend. That deep correction (wave 1 in 
Fig. 16-4) is already the start of a new downtrend. 


By viewing the other half of the H&S pattern as a downtrend, you get a different 
perspective on how the right shoulder can be a separate trend (a budding downtrend) from 
the entire H&S pattern, altogether. This gives you the edge in anticipating possible future 
price movement. 


The difference between an expert and a beginner is the former’s foresight of possible 
scenarios in price movement even when the trend is just starting out. The pro likes to think 
ahead and when he sees price move, he automatically projects possible scenarios as to 
where price is heading. This is what I want you to develop overtime by reading this book 
and through constant exposure to charts. 
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H&S Pattern 


/ HH1 
Previous high support —-~—-_-— 


Previous low support /-—.-._-V___ 





Figure 16-5. Price movement in H&S Pattern. HH1 = Higher High 1, HH2 = Higher High 2, HL = Higher Low, L 
= Low, LH = Lower High. 


Fig. 16-5 shows how price, after reaching HH2, failed to bounce at the previous high 
support and instead proceeded to go down to the previous /ow support. This move breaks 
the continuity of higher high-higher low price movement that is characteristic of uptrends. 
Recognizing this, you should already be cautious if you have a long position. 


The encircled area in Fig. 16-5 marks the previous high support that did not hold which led 
to a deeper correction to the previous /ow support, thus breaking the uptrend. So whenever 
you see uptrends on real charts, always watch if support will be established in the area of 
the previous high support (circle). If not, then open yourself to the possibility of an H&S 
pattern formation, together with its bearish implications. 
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Figure 16-6. Volume in H&S pattern. 
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Volume should support price movement in the H&S pattern. High volume is observed on 
the /eft shoulder since it is still part of the uptrend. Rallies are supported by volume while 
pullbacks are on weak volume. The formation of the head is characterized by moderate 
volume showing signs of weakness and lack of additional buyers to push the price further 


up. 


Since the price is experiencing a deeper correction, the market is already weary at the right 
shoulder as shown by the low volume. The hallmark of the completion of the H&S pattern 
is the volume spike on the breakdown of the neckline. The market is totally bearish on the 
stock and panic selling occurs as the previous major support is broken. 


H&S Tradable Points H&S Pattern 


Tradable Points 
Since the H&S pattern is a bearish 


reversal pattern, it is not really that 
tradable in the PSE since we can’t do 
short selling. 


Head 
Leftshoulder “~~ Right shoulder 


The only good tradable point is the Breakdown 
pullback at the /eft shoulder (white star 
in Fig. 16-7) since it is still part of the 
uptrend. And at that level, you don’t 
know yet that you are heading for an 
H&S pattern. 


tr =Good tradable point __ 
%& = Risky but tradable point 





The other tradable point is the up 
momentum move from the neckline _ Figure 16-7. H&S tradable points. 

(black star) to the right shoulder. It is 

a risky trade because you are already aware that the uptrend is no longer intact and your 
best expectation for the target price should be up to the previous high (head) only or lower. 
Your best case scenario is a range trade up to the head if the right shoulder (a lower high) 
doesn’t develop (see Fig. 16-8). 


Since it is not a high probability trade, you either take it with extreme caution or just leave 
it alone. Make use of the SAR-SOR strategy. Time your entry by anticipating support at 
the previous low area (white star area) then wait for a sign of reversal (SOR). A steeper 
decline from the head is better than a slow, gradual decline. After entry, use trailing stops 
if you have to. Again, the nearest TP is at the head, and best case scenario is a sideways 
range trade (see Fig. 16-8). Swing traders may attempt this feat but position traders should 
already be on the sidelines by this time. 
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H&S Pattern 
When Right Shoulder Does Not Develop 


Head 


Leftshoulder “—™ 
Maximum TP 


Sideways range 


Neckline 





Figure 16-8. When the right shoulder doesn't develop, it stops the 
H&S pattern and is converted to sideways movement. 


H&S Entries and Exits 
H&S Pattern 


Focus on Entries & Exits 


saci ML! entry 3 


= Sign of Reversal (SOR) Candle 





Figure 16-9. H&S entry and exit points. The SOR candle in this illustration is just a representation of the 
different SORs. See SOR discussion on Chapter 2. 


Entries (1 and 2) for both tradable points are placed a few ticks above the SOR candle’s 
high and Stop Loss (1 & 2) are placed below the SOR candle’s /ow. There is no need to 
memorize where the Minimum Target Price (Min TP) or Maximum Target Price (Max TP) 
should be placed. They are determined by looking at previous resistance areas (previous 
highs) on the left of the chart. The minimum TP for the second entry is along the area of 
the left shoulder high and the maximum TP is along the area of the head. 
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Figure 16-10. First Phil. Holdings Corp. (FPH) Weekly Chart: 2007-2008. The first entry on this FPH chart is 
on the pullback after the left shoulder has formed. If you review our wave counting, that entry is an entry on 
wave 4 of the current uptrend (you're still expecting a wave 5 to seal profits). Resistance is hit at the P92.00 
area and price makes a deep pullback to P68.00 level. That kind of a deep pullback should alert you that the 
upside momentum is probably weakening and the uptrend may be over soon. Price, once again, established 
support along the area of our previous entry at around P68.00. There is an opportunity for a second entry there 
but our expectation should be lowered since we know that upside momentum is dying. You should sell on the 
subsequent rally forming the right shoulder because it will be the last chance to exit the position with a profit. 
As price breaks down the neckline, you should already be in cash. 





Decoding the Inverse Head and Shoulders Pattern 


The Inverse Head and Shoulders (iH&S) 
pattern is more tradable in the PSE as Inverse H&S Pattern 
compared to the H&S. Both“Aare reversal 
patterns but this one is a reversal from the 
bottom (bullish reversal pattern) so it 
provides good buying opportunities. 


Neckline 


Again, it is possible to see an “iH&S-look-a- 
like” anywhere on the chart but a valid iH&S 
pattern requires a downtrend to reverse. e —— 

Left shoulder a Right shoulder 
From the name itself, the inverse Head and 
Shoulders pattern is just the reverse of the 
H&S pattern and has exactly the same Figure 16-11. Inverse H&S pattem. 
characteristics 


Head 
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Inverse H&S Pattern 


Minimum price objective 


Left shoulder Right shoulder 
ne 


Head 





Figure 16-12. iH&S minimum price objective. 


The neckline is drawn to determine resistance. It also marks the area where the breakout 
on the right shoulder occurs (encircled area). You need a complete /eft shoulder and head 
to be able to draw the neckline. Breaking of the neckline is the sign that price has 
completely recovered from the downtrend and the stock is already bullish. Just like what 
I’ve said, the i1H&S pattern is simply the same old breakout pattern where the resistance is 
the neckline. The minimum price objective (or target price) after the breakout is equal to 
the height of the head to the neckline. 


2 


Left shoulder 5 ! Right shoulder 





Fiqure 16-13. iH&S Left shoulder Figure 16-14. iH&S Right shoulder 


The iH&S can be viewed as two separate trends for a clearer perspective. The left shoulder 
is a downtrend while the right shoulder is an uptrend. The head is basically the bottom. 
Realizing this makes you anticipate a “possible” inverse Head and Shoulders when you see 
deep, 5-wave corrections. 
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Inverse H&S Pattern 


Previous high resistance -_——_\\____,- 


Previous low resistance 





Figure 16-15. Price movement in iH&S pattern. 


During the downtrend (/eft shoulder), price continuously makes Lower Lows (LL) and 
Lower Highs (LH). The point where price no longer follows this LL-LH trend should alert 
you for a possible change in trend. If you look at the encircled area in the illustration above, 
price broke through the previous Low resistance and thus ended the downtrend. Price 
rallied all the way up to the previous High Resistance showing renewed demand for the 
stock. The formation of the Higher Low (HL) tells you that the previous low (LL2) was 
already the bottom. 


Volume is critical in determining 
the validity and success of the 
iH&S pattern. High volume selling 
is expected on the J/eft shoulder 
since it is still in the downtrend. 
The formation of the head may also 
experience the same selling volume 
as that of the /eft shoulder. What Pea 

you need to focus on is the recovery ee 
rally from the head. It should be — 
accompanied by increased volume “—— High vol rally, low volume pullback 


to verify increased demand. The /: a 25 Vel spike'on breakout 
most important volume change in 

co tane oe sce ee | wih 
during the breakout from the 


neckline. It must be there to Figure 16-16. Volume in iH&S pattern. 
validate the entire set-up. 


Inverse H&S Pattern 
Focus on Volume 


Right shoulder 
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iH&S Tradable Points 


I se H&S Patt 
The iH&S pattern has 2 good tradable wii ee oo | 


and | risky tradable point. 


Minimum price objective 


(1) The right shoulder trade 
(2) The breakout trade 
(3) The pullback trade Necidime 


Let’s deal with the good tradable points 
first. The classic point of entry (Entry 
2) is on the breakout of the neckline 
accompanied by high volume. The 
other one would be the pullback (Entry — 
3) after the breakout. 


Left shoulder Right shoulder 
~~ 


wY = Good tradable point 
I = Risky but tradable point 





Figure 16-17. iH&S tradable points. 
iH&S Entries and Exits 


Inverse H&S Pattern 
Focus on Entries & Exits 


MaxTP 


Neckline fL a Neckline ‘ll (] 


Stop Loss 3 


| = Sign of Reversal (SOR) Candle | = Breakout candle 





Figure 16-18. iH&S entry and exit points. 


In the breakout trade, the breakout candle is the signal for entry (Entry 2). A buy signal is 
triggered as price trades above the neckline signifying breach of resistance. The Stop loss 
is placed below the breakout candle. The Minimum Target Price is along the area of a 
previous high and the Maximum TP is equal to the Minimum Price Objective of an iH&S 
pattern (see Fig. 16-12). This is a breakout trade so you should employ the Trading 
Breakout strategies you learned in Chapter 13. 
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In the pullback trade, a buy signal is triggered as price trades a few ticks above the SOR 
candle’s high (Entry 3, Fig. 16-18). Stop Loss is placed below the SOR candle’s Jow. The 
Min and Max TP is just the same as the breakout. This is a pullback trade so you should 
employ the Trading Pullback strategies you learned in Chapter 14. 


The risky tradable point (Entry 1, Fig. 


16-19) involves anticipating the higher Inverse H&S Pattern 
Focus on Entries & Exits 


low formation on the right shoulder. 
Price and volume will give you the 


clues. Price shows _ unnatural 

bullishness as it rallies from the head up 

to the neckline on increased volume. Neckline 

The cue for entry is that after hitting the u! 
neckline, price should stop declining at 


the right shoulder level. Better if the 
right shoulder price level coincides with “ss, 
the level of the Jeff shoulder, or a ane St yee en area 
moving average support, or a Fibonacci 
retracement from the head. Then look Figure 16-19. iH&S right shoulder entry. 

for a Sign of Reversal (SOR) for entry. 

This trade is considered risky because price may continue to plunge and retest the head and 
possibly form a Double bottom pattern. 





Some traders like catching bottoms which means that they are in search for the head. 
Spotting bottoms is not an easy task and it requires skill and experience to be able see it. 
To catch a bottom, you will have to buy after price has been severely depressed on a mature 
trend (reached 5 waves at least). You will employ SAR-SOR technique to determine a 
possible major support at that area then look for a Sign of Reversal (SOR). It is extremely 
risky to enter at the head because at that point, the trend is still against you and who knows 
if the down trend will end there. Bottoms are more likely to happen on major support areas 
which has been tested by time. 


The risky tradable points (right shoulder and head trades) that we discussed should be 
taken with extreme caution. Strict Stop Joss points should be set below the SOR entries. 
If you are not comfortable or you feel that you are not yet ready to take on these kinds of 
trades, then stick to the more conventional breakout and pullback trades, and avoid these 
riskier trades entirely. 
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MEG - Monthly 9/15/2014 
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after breakout 
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Fig 16-20. Tcl Corp. (MEG) Monthly Chart: 2005-2014. This is a huge iH&S pattern that took years to 
develop. It just shows that technical patterns apply to any timeframe. Watch how the recovery from the head 
is associated with higher volume. It shows that demand is back. The first entry is on the SOR candle on the 
right shoulder (formation of higher low). The second entry is on the breakout accompanied by a volume spike. 
The third entry is on the pullback to the neckline during the first months of 2012. After the pullback, resistance 
is expected on the area of the previous high in 2007. 





Decoding the Double and Triple Bottom Patterns 


The Double bottom (DB) and the Triple Bottom (TB) patterns have more or less the same 
structure. Both are bullish reversal patterns, the Double bottom looking like the letter “W” 
while the Triple bottom having an additional leg. 


Double Bottom Pattern Triple Bottom Pattern 


Bottom 1 Bottom2 Bottom3 





Figure 16-21. Double and triple bottom patterns. 


In Fig. 16-21, the lines supporting the bottom are major support lines while the parallel line 
on top are major resistance lines. Double and Triple bottom patterns are much like the 
inverted H&S pattern wherein price comes from a downtrend, halts at the bottom, then 
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reverses to form a new uptrend. The only difference is that the iH&S has only | bottom, 
while the Double and Triple have 2 and 3 bottoms, respectively. 


Triple Bottom Pattern 


Sideways 





Figure 16-22. Triple bottom as three separate patterns. 


The Double bottom (DB) and Triple bottom (TB) patterns are characterized by retest of 
previous bottoms. In the TB pattern, the repeated retests of support and resistance leads to 
an intermediate sideways movement before the breakout. For a clearer perspective, you 
may think of the TB pattern as 3 separate patterns (Fig. 16-22). 


Double Bottom Pattern Triple Bottom Pattern 
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Figure 16-23. DB and TB patterns price movement and minimum price objective. 


The completion of the pattern is marked by a breakout of the major resistance (encircled 
area) leading to the start of a new uptrend. The minimum price objective from the breakout 
point is equal to the distance between the support and resistance. 


A trendline can be placed to mark the downtrend. It can be extended to mark a possible 
resistance point for the rally coming from the first bottom (see left illustration in Fig. 16- 
Z3). 
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Double Bottom Patterns 





Figure 16-24. Rounded double and triple bottoms. 


It is possible for the DB and TB patterns to have rounded bottoms instead of sharp ones. 
What is important is that you understand the concept of bottom formation and not merely 
memorize the structure. Don’t say that a Double bottom is not valid because it doesn’t 
look like a perfect “W”. What is important is that you are able to identify support, no 
matter what shape it presents itself. 





The most important volume 
change in the DB and TB patterns 
is the volume spike on _ the 
breakout. It confirms _ that 
resistance has been broken and 
that the bulls are now in control. 


Double Bottom Pattern 
Focus on Volume 


Volume <= Vol spike on breakout 
utili HU 


Figure 16-25. Volume in double bottom pattern. 
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Double Bottom Tradable Points 
There are 3 tradable points in the DB pattern. 
(1) The second bottom trade 


(2) The breakout trade 
(3) The pullback trade 


The first tradable point in the DB 


pattern is the second bottom. Double Bottom Pattern 

The second bottom is a retest of Tradable Points 

the previous bottom and it is 

logical to find support there Minimum price objective 
again. Rin oo (era 


The second tradable point is the 
classic entry on the breakout of 
resistance. You can also wait for 
the third tradable entry on the 
pullback after the breakout. 


37 = Good tradable point 





Figure 16-26. DB tradable points. 


For the second bottom entry, find a Sign 
of Reversal (SOR) for entry (Entry 1) Double Bottom Pattern 
then place your Stop Loss under the A 00 EAE IOS a ete 
support. The Maximum Target Price is 
the previous high resistance. 


oo----- 


i.) 


4 = Sign of Reversal (SOR) Candle 





Figure 16-27. DB first possible entry (E‘). 
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Double Bottom Entries and Exits 


Double Bottom Pattern 
Focus on Entries & Exits 


‘es ee of Reversal RON Candie | = Breakout candle | 








Figure 16-28. DB second (E2) and third entries (E3). 


The breakout candle is the signal for entry (Entry 2) for the breakout trade. A buy signal 
is triggered as price breaks through resistance. The Stop /oss is placed below the breakout 
candle. The Minimum Target Price is along the area of a previous high and the Maximum 
TP is equal to the Minimum Price Objective (see Fig. 16-23) of a Double Bottom pattern. 


In the pullback trade, a buy signal is triggered as price trades a few ticks above the SOR 
candle’s high (Entry 3). Stop Loss is placed below the SOR candle /ow. Min and Max 


target prices are the same as the breakout trade. 
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Figure 16-29. Metrobank Co. (MBT) Daily Chart: 2013-2014. MBT dives from P92.90 to P69.35 (a -25.36% 
decline) in a span of two months. After hitting P70.00 area, price rallied all the way to previous resistance. As 
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price moves down again and retests the P70.00 area, you should already anticipate possible support there since 
buying has been established in that area during the first bottom. 

The false breakout of resistance was not unusual since price was not able to “rest” or consolidate after the rally 
from the second bottom. You cannot expect price to continue going up from the lows without pause. Notice 
how the false breakout candle is already the eighth white candle in the rally! Price was exhausted and those 
who bought there were whipsawed. The real breakout happened a few weeks after price was able to consolidate 
and make a higher low. 


MBT - Daily 5/20/2014 
ity haa r 
4 % 1” o | geet Bigsd 
If 2 if 


ta 


ay ‘ i Pater oo, 
0 "y 
| " Is i | 0! 
bow Mi Mad i | ft Mun! 
fan 


a 
| ae 2 bottoms are almost equal 


ole 
ss ’ Mia jo oe oe 
seek sa , a 4 —~ 


ee RSI bullish divergence 


Le STS bulliah divergence 


Figure 16-30. The same MBT chart above shows how technical indicators help in reinforcing your conviction 
with double bottoms. Price was almost identical on both bottoms but the technical indicators (MACD, RSI, STS) 
were giving out more bullish readings. This means that the second bottom is not as bearish as the first one and 
may already be the final bottom. 





Triple Bottom Tradable Points 


The tradable points of the Triple Triple Bottom Pattern 
Bottom pattern is much like that of the Tradeable Points 
Double bottom but with the addition of 
the third bottom. Minimum price objective 
Trading the bottoms is just like range 
trading, buying at support and selling 
at resistance. The breakout and 
pullback after it, are very good areas 
for entry too. 


Y¥ = Good tradable point 





Figure 16-31. Triple bottom tradable points. 
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Triple Bottom Entries and Exits 


Triple Bottom Pattern 
Focus on Entries & Exits 


Stop Loss 1 Stop Loss 2 


i} = Sign of Reversal (SOR) Candle 





Figure 16-32. TB trade entries and exits. 


Trading the second and third bottoms involves waiting for an SOR candle along the area 
of major support. The Stop Loss placed below the major support line should protect you 
in case the support doesn’t hold. 


Triple Bottom Pattern 
Focus on Entries & Exits 
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Figure 16-33. TB trade entries and exits. 


The breakout and pullback trades are pretty much the same with the Double Bottom pattern 
trades. 
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Decoding the Double and Triple Top Patterns 


The Double Top (DT) and Triple Top (TT), much like the Head and Shoulders (H&S), are 
bearish reversal patterns. To be valid, they must be seen on top of uptrends halting the 
bullish price action. The DT looks like the letter “M” while the TT has another arch to it. 


Double Top Pattern Triple Top Pattern 


Topi Top2 Top3 





Figure 16-34. Double and triple top patterns. 


The line that marks the tops is the major resistance and the parallel line below it marks the 
major support. As you can see, in the DT and TT patterns, price hits resistance more than 
once and fails to pass through each time. So if resistance is too strong, then support gives 
in and price breaks down, thus completing the pattern. 


Triple Top Pattern 


Sideways Downtrend 





Figure 16-35. Triple top as three separate patterns. 


If we dissect the DT and TT patterns, you’ll see that it is composed of separate trends. The 
TT pattern starts with an uptrend, makes an intermediate sideways price movement (seen 
as an up and down bounce between major support and resistance) before finally breaking 
down to start a new down trend. 
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Double Top Pattern Triple Top Pattern 


Top1 Top2 Top3 


a i Breakdown 
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Figure 16-36. DT and TT patterns price movement and minimum price objective. 


The DT and TT patterns conclude with a breakdown of the major support (encircled area). 
At the breakdown point, all bullishness are gone and price is expected to fall down to the 
minimum price objective (which is equal to the height of the range between the major 
support and resistance). 
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Figure 16-37. Volume in DT pattern. 





The most significant volume change occurs during the breakdown of support. A volume 
spike signifies panic selling and validates the DT and TT patterns. 
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Double Top Tradable Point 


Double Top Pattern 
Tradable Points 


We only have | tradable point in 
the DT pattern. It is because this is 
a bearish reversal pattern and we 
don’t want to enter a position trade 
when the pattern tells us that the 
party may soon be over. So this is 
purely a swing traders’ trade. 
Position traders should stay aside. 


After hitting resistance, price falls 
down but usually finds support 
somewhere on the way down. In 
Fig. 16-38, temporary support was = Risky but tradable point | 
established along the area of the E 
wave 3 high on the left. That isa Figure 16-38. DT pattern tradable points. 
valid support area and is a possible 

tradable point. 


Minimum price objective 





Double Top Entries and Exits 
Double Top Pattern 
Look for a Sign of Reversal (SOR) for Focus on Entries & Exits 


entry and place your Stop Loss below 
the SOR candle’s /ow (which means 
below support). Your Maximum 
Target Price should be around the area 
of the first top (major resistance). 
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Figure 16-39. DT pattern entries and exits. 
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rane 16-40. — Haldings, I Inc. "(0MC) Daily eee 2011, DMC Sale the rst top on April 2011 which 
established resistance. The succeeding black momentum candles accompanied by high volume were bearish 
cues. The Sign of Reversal (SOR) here were the weak candles formed after the down momentum candles. 
They provided the potential entry area (Entry 1). Stop Loss should be placed below the support line (P44.05) 
and Maximum Target Price is along the area of the first top (P48.50). Too bad if you were not able to sell at the 
Max TP area, because DMC gapped down and broke support in the next trading days. Trading double tops are 
risky indeed. 


DMC - Daily 9/26/2011 
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Figure 16-41. This same DMC chart shows how double tops are detected and how you can protect yourself 
from the impending breakdown. The technical indicators (MACD, RSI, STS) all gave bearish divergences when 
price was retesting the previous high. This should alert you that the second top maybe your last chance to get 
out with profits. 
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Trading the Triple Top (TT) is similar 
to that of the Double Top (DT). If you Triple Top Pattern 
think about it, the TT is just a DT that Tradable Points 
didn’t break down support yet that’s 
why it got another round of rally. 
Triple top trading is a range trade 
wherein you buy support and sell 
resistance. 


Minimum price objective 


* = Risky but tradable point 





Figure 16-42. TT pattern tradable points. 


Trading a Triple Top and a Triple Bottom pattern make use of the same range trading 
strategy except that we are cautious in trading the Triple Top because it is a bearish reversal 
pattern (while the triple bottom is a bullish reversal pattern). The Triple Bottom, on the 
other hand, is safer to range trade because it is bound for a breakout instead of a breakdown. 


Triple Top Pattern 


Focus on Entries & Exits 


1) om 


ee et ee cere ere cere ert Be cree cere cree eee ee fre cee ee ee eee ee ee ee yQeeece2e: 


wee StOp Loss 2 


= Sign of Reversal (SOR) Candle 





Figure 16-43. TT pattern entry and exit points. 
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Decoding Triangles 


Triangles are the most unpredictable of all patterns. They can either breakout or breakdown 
and the only time that you’ll know which direction it will go is when the action already 
happened. With that, the strategy for triangles is to wait for price to break the pattern so 
you can determine the direction of the resulting trend. 


There are many variations in the structure of the Triangle pattern but the most common and 
recognizable ones are the four patterns in Fig. 16-44. 


Triangle Patterns 


Breakout 


---§ 
\ Breakdown 


Expanding 
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Figure 16-44. Triangle patterns. 


And among these unpredictable Triangles, the Symmetrical and the Expanding patterns are 
the ones that do not give any clue as to where price is heading. 





Triangle Patterns 


Descending Ascending 


Figure 16-45. Descending and ascending triangles. 
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The Descending triangle is slightly in the bearish category and is more associated with 
breakdowns. As you can see, in a Descending triangle, support is holding but price keeps 
on creating Lower Highs (LH). It means that sellers are piling up and are selling at lower 
and lower prices until support gives in and a breakdown occurs. 


The Ascending triangle on the other hand, is the bullish counterpart. In this pattern, you 
can see that price keeps on hitting the same resistance line but buyers are buying higher 
and higher creating Higher Lows (HL) until resistance gives in and leads to a breakout. 


Note that although the Descending triangle seems more inclined to a breakdown while the 
Ascending triangle is more associated with breakouts, it is still possible for breakouts or 
breakdowns to happen in the reverse direction (breakout for descending and breakdown for 
ascending). Remember that they are still triangles and triangles give you the direction of 
price movement only after the action has occurred. So don’t trust a ¢riangle until it has laid 
all its cards on the table. 


Despite the diverse characteristics 


of triangles, they do share one Triangle Patterns 
Focus on Volume 


particular volume characteristic. 
Triangles should always be 
accompanied by a_ shrinking 
volume. This shows that triangles 
are consolidations, and 
consolidations cause volume to die 
down. Breakouts of triangles, just 
like breakouts in any consolidation, 


should be marked by a volume ae <S Vol spike on breakout 
spike, This above average volume | ill — ial 


validates the breakout and confirms 
the presence of demand. 





Figure 16-46. Volume in triangles. 


Triangle Tradable Points 


The tradable points in triangles are on the breakouts and pullbacks from the breakouts. 
In the Ascending and eet —— . 
Expanding triangles, the 
resistance lines are the clues for 

d Breakout 
possible pullback area. 4 gee IOI Puillback 


Ascending Expanding 


Figure 16-47. Pullback in ascending 
and expanding triangles. | ¥x = Good tradable point 
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For the Symmetrical and . 
Triangle Patterns 


Descending triangles, — the Tradable Points 
pullback area is more arbitrary 
but it is usually along the area i eraadioat Ae / 
~. " — Breakout 


of the previous breakout point. 


_ 


7% 
tae, a ~ 
aoe Pullback " 


~~. Pullback 


Symmetrical Descending 


vy = Good tradable point 





Figure 16-48. Pullback in symmetrical and descending 


Also, it is logical that we only trade breakouts and not breakdowns. Triangles ending up 
in breakdowns should be left alone. 


Triangle Entries and Exits 


Triangle Patterns 
Focus on Entries & Exits 
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Figure 16-49. Triangle entry and exit points. 


The Maximum Target Price is equal to the length of the base of the triangle. The Minimum 
TP for the pullback trade is equal to the previous high made by the breakout. 
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AP - Weekly 3/8/2013 
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Figure 16-50. Aboitiz Power Corp. (AP) Weekly Chart: 2010-2013. This is an example of a symmetrical triangle 
pattern that broke out as a continuation of the previous uptrend. The changes in volume are very evident and 
are very easy fo interpret. The first entry is on the breakout candle and the second entry is on the pullback. 
The pullback was along the previous breakout area at the P31.00 level. The minimum target price (Min TP) is 
set at the level of a previous significant peak at P35.50 level, while the maximum TP is set at P40.00 level 
(based on the length of the base of the triangle which is then plotted from the breakout point for estimation). 





Decoding the Cup with Handle Pattern 


The Cup with Handle (CwH) pattern 
was popularized by William O’Neil in CwH Pattern 
2009 (very recent!). ia ae 
continuation pattern which means that 
there must be a prior uptrend before 
the formation of the cup. The CwH 
pattern is just a pause and a breakout is 
expected to complete the pattern and 
resume this prior uptrend. 





Figure 16-51. CwH pattern. 


People have a hard time identifying the CwH pattern because it appears with different 
variations in structure. According to the originator of the pattern, it should look more like 
a “U” with a rounded bottom, rather than a “V” with a sharp bottom. 


For me, it’s not important to argue if the shape is a valid CwH pattern or not or if the bottom 
is rounded or sharp. I tell you, you’ll see all sorts of cup shapes and sizes in real charts but 
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you'll rarely see the theoretically perfect Cup with a Handle. What is important is that you 
understand the theory behind the price movement inside a CwH pattern. 


Based on Fig. 16-52, you may 
encounter a Cup with a V- 
shaped bottom which Ny 
resembles an Inverted Head m , Y | 
& Shoulders pattern. You Nit ‘ ff ra 
may also see a Double bottom ‘ wy 

pattern inside the cup. So it is 
possible to see another pattern 
inside the CwH pattern. You uF yt 
can trade the pattern inside Fa hi jen 
the Cup by using the trading Wy i Waa 
techniques designated for that \ ; 


pattern and still keep in mind Double bottom irregular 


the bigger picture of the CwH 
pattern. Figure 16-52. CwH pattern variations. 


Cups with Handles 


ideal V-shaped 





The handle is a pullback from the 
second peak of the cup and CwH Pattern 
represents the “final shakeout 
before the breakout”. The handle Minimum price objective 
usually retraces 1/3 of the previous a a 
up move from the bottom to the 
second peak. The smaller the 
retracement, the higher the chance 
of a powerful breakout. 


* 
‘“ 
Breakout Entry 


Breakout is marked by placing a 
“cover” on the cup (to prevent the 
coffee from being cold ©). The 
“cover” is a trendline connecting 
both sides of the cup. The point 
where the cover of the cup breaks is the breakout point. If the two peaks of the cup are not 
of equal height as in Fig. 16-53 where the 2" peak is slightly angled down, the trendline 
should follow the tilt and the breakout point should be adjusted. The minimum price 
objective after the breakout is equal to the distance of the cup’s bottom to the “cover”. 





Figure 16-53. CwH handle and min. price objective. 
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The left half of the cup, where price is 
plummeting, is usually accompanied by 
heavy volume selling. It is followed by 
a dry up in volume near the cup’s 
bottom. Volume then increases once 
again as the right side of the cup is 
being formed. This signifies increased 
demand as price gradually goes up. 






CwH Pattern 


Focus on Volume 






If the bottom is sharp, it is also possible 
to see a volume spike at the bottom 
signifying the final sell-off. It’s really 
a case to case scenario and we can’t set 
strict rules about it. Volume dries up 
again as the handle is formed. But the 
most important criteria here, just like in 
all the breakout patterns we have 
discussed so far, is the volume spike during the breakout of the CwH pattern. The volume 
spike should be evident to validate the entire set-up. 





Vol spike on breakout 


er ul 


Figure 16-54. Volume in CwH pattern. 








Cup with Handle Tradable Points 


There are four tradable points in the CwH Pattern 
CwH pattern. Tradable Points 


Minimum price objective 


(1) The “Half-Cup trade™” eatcetaian 
(2) The breakout from handle 
(3) The breakout from cup 
(4) The pullback trade 


vr = Good tradable point 





Figure 16-55. CwH tradable points. 
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Cup with Handle Entries and Exits 


CwH Pattern 


Focus on Entries & Exits 
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Figure 16-56. CwH pattern entry and exit points on breakout and pullback. 


The classic entry (Entry 3) is on the breakout of the pattern on high volume. The second 
ride (Entry 4) after the breakout is on the pullback at the area of the breakout point. 


CwH Pattern 
Focus on Entries & Exits 


“Half-Cup Trade” Handle Trade 





Figure 16-57. The Half-Cup trade and Handle trade entry and exit points.. 


There could also be an entry at the breakout of the handle (Entry 2). The more orderly the 
formation of the pullback or flag on the handle, the better you can spot an entry. This is 
not a very high probability trade and your target price should be set only up to the second 
peak of the cup. Remember that the resistance line is still there and you should not assume 
that the breakout will happen until it really happens. Stop /oss is placed below the low of 
the handle. 


The last one is what I call the “Half-Cup Trade™” (Entry 1). At that point, all you see is 
the declining first half of the cup. Most traders will not bother looking at a declining stock, 
but you, on the other hand, should monitor the stock for slow signs of recovery. The time 
it takes for the left side of the cup to develop should be the benchmark for the time it will 
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take for the right side to complete. So if you enter at the bottom of the cup it may take 
some time for you to reap the reward but positioning yourself at the bottom gives you a 
low risk investment while everyone’s not paying attention. 


The “Half-Cup Trade” is not a conventional trading approach and is usually done by big 
institutions as part of an accumulation process. Our main concept in trading is to ride an 
uptrend and not to trade when there is no trend. 


In the “Half-Cup Trade”, there is clearly no trend and you are entering during quiet times. 
If you are not comfortable sitting for a long time waiting for a consolidating stock to slowly 
recover, then this trade is not for you. The Target price is at the area of the first peak and 
Stop Loss is placed below the bottom of the cup. 


In the “Half-Cup Trade”, Moving Averages (MA) will assist you in detecting recovery. 
Coming from a downtrend on the left side of the cup, price should be trading below the 
MAs which are sloping down. Near the bottom of the cup, the MA should now be 
flattening and intertwined with price. When the MAs start to angle up and price starts to 
trade above them, then that is the sign of recovery. You can also use bullish divergence in 
technical indicators like MACD, RSI, and STS to check for signs of recovery. 


DAVIN - Daily 6/23/2014 
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Figure 16-58. Da Vinci Capital Holdings (DAVIN) Daily Chart: 2014. This DAVIN chart is an ideal example of 
a Cup with Handle pattern. The first entry is the “Half-cup trade” and is made during the quiet time of 
consolidation. Signs of Reversal (SOR) is not that evident during times of consolidation so a possible hint for 
entry is the change in price movement relative to Moving Averages. | used the 8-day Simple MA in this chart 
because the period of cup formation is too short for longer term MAs to show any significant change. At the 
middie of the cup, price started to trade above the MA which meant that price may be recovering soon. The 
entry on pullback (Entry 4) as tipped off by the bullish harami SOR didn’t land perfectly along the previous 
resistance area (which is now support). That happens. 
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Decoding the Saucer Pattern 


The Saucer pattern is quite similar in form with the CwH pattern except that it is usually 
shallower. Price movement inside the saucer is also less volatile (more orderly) than that 
of the cup. The resistance line is made by connecting the two peaks of the saucer. If price 
fails to breakout of resistance on the second peak, a second attempt to breakout after a 
pullback may happen which will create a “handle” on the right side of the saucer. Soa 
Saucer with Handle formation is not unusual. 


The Saucer pattern ends up in a 
breakout of the resistance line. 
The minimum price objective 
after the breakout is equal to the 
distance of the bottom to the 
resistance line. 


The Saucer pattern’s volume 
profile looks similar to its price 
action. At the middle of the 
saucer, people lose interest on 
the stock and volume dies down. 
As price recovers, volume 
increases as well until price 
breaks out of resistance and 
everyone rides in producing a 
volume spike. 


Saucer Pattern 


Minimum price objective 





Figure 16-59, The Saucer pattern. 


Saucer Pattern 
Focus on Volume 


Volume 


Figure 16-60. Volume in the Saucer pattern. 
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Saucer Tradable Points 


Saucer Pattern 
Tradable Points 


There are three tradable points in 
the Saucer pattern. . Minimum price objective 


(1) The “Half-Saucer trade™” 


(2) The breakout trade 
(3) The pullback trade 


ty = Good tradable point 





Figure 16-61. Saucer pattern tradable points. 


Saucer Entries and Exits 


Saucer Pattern 
Focus on Entries & Exits 


f 
f 
‘ 
7 
a on 
} i 
| Entry 3 | 
a 2 ee Se Se ee ee Se Ge Ge ee Se ee Ge Oe ee oe ee oe ee ee ee ee ee eee -= - 


cs 








0 = Sign of Reversal (SOR) Candle | = Breakout candle 
faa : ie ee eS 


— ee 


Figure 16-62. Saucer pattem entry and exit points on breakout (Entry 2) and pullback (Entry 3). 


The classic entry (Entry 2) is on the breakout of the saucer resistance with above average 
volume. The second chance for entry (Entry 3) is on the pullback after the breakout. The 
pullback entry point is along the area of the resistance line and breakout point. 


An alternative entry (Entry 1) is near the bottom of the saucer called the “Half-Saucer 
Trade™”. It has a similar approach to the “Half-Cup Trade” of the CwH pattern. It takes 
patience to wait for the entire saucer to unfold but your investment should reap the rewards 
in time. You will be buying when the stock is still “underground” and will be selling when 
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the stock becomes “mainstream”. aes even 
Again, this is not a conventional trading Focus on Britries & Exits 
approach but it works if you got the right 
pattern. 
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“Half-Saucer Trade” 





Figure 16-63. The Half-Saucer Trade. 







JFC - Weekly 12/13/2013 














Jy ei ; : 


| Entry 2 | 2 SOR on pullback 


Ts et re _ OCS : 


“Half-Saucer trade” &0 


ee eT 
Jui oa 2042 Apt Jui oa 2013 Agr Jul a 


Volume 


€&—— Volume spike ‘ai 


Figure 16-64. Jollibee Foods Corp. (JFC) Weekly Chart: 2011-2013. This JFC chart shows a saucer pattern 
that took a year to complete. The first entry is the “half-saucer trade” near the bottom of the year-long 
consolidation. Other possible entries are on the breakout candle (Entry 2) and on the pullback (Entry 3). The 
gapping up, bullish white candle on the pullback is a very clear Sign of Reversal (SOR). The Maximum TP, 
which is equal to the height of the saucer from base to resistance, is determined by extending that height from 
the breakout point. 
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Figure 16-65. JFC Daily Chart: 2012-2013. This is the daily chart of the Saucer pattern in the previous JFC 
weekly chart. As you can see, the “Half-saucer trade” entry (Entry 1) is actually a Double bottom pattern! 
The Stochastic indicator shows the bullishness of the second bottom and provides a timely entry. Also 
notice how price traded below the Moving Averages, and how the short term MA (21-SMA) crossed down 
the longer term MA (50-SMA) on the first half of the cup. As JFC recovers from the bottom, the 21-SMA 
crossed above the 50-SMA and price started trading above the MAs. 


Decoding the Language Game 
Field Code Decoded 


Law “Walking across a street outside of marked cross-  “Jaywalking” 
walks and not a comer, and/or against a signal 
light. And in such case where there is vehicle 
traffic or clear marking of a place to cross, this is 
a traffic misdemeanor subject to fine.” 


Medicine “You have an acute case of interdigital and “You have alipunga 
plantar tinea pedis, which is a dermatophystosis _(athlete’s foot).” 
caused by Epidermophyton rubrum characterized 
by the presence of hyperkeratotic scales and 
erythematous plaques on the fourth and fifth 


digits.” 
Design Adaptive reuse of discarded elements. Recycling. 
Gay linggo “Mega ynez veneracion! Napa billy joe ako ng = “Nakaka-inis! Napabili ako 


nikki gil Kaye nina ricci alagao. Ayon. Luzvaldez ng NIKL kanina. Natalo 
lahat ng winnie cordero ko kay megan young.” lahat ng kinita ko sa MEG.” 


These jargons are similar to popular pattems in charts. They may be very intimidating or 
incomprehensible at first but once you learn the language game, you'll realize how simple they really are. 


Chapter 17 - STOP LOSS 


Employing a Stop Loss is an integral part of trading. It signifies a point where you are 
going to decide to cut your losses short before they wipe out your entire account. Some 
people cannot bear the pain of taking even a small loss, so either they don’t set a stop loss 
point or they don’t stick to the stop loss point they set. They stay in denial of the paper 
losses that they are incurring until such time that they can no longer take it and they sell at 
any price just to get out of the emotional torment. This should never be the case in proper, 
systematic trading. 


Cutting losses or getting hit at your stop loss price is not a failure or an error in trading. In 
fact, getting hit is a natural part of trading, much like operation expense is part of a business. 
You can’t be right in your timing all the time and when you are wrong, you have to make 
sure that you’re out of the trade as soon as possible. Stop loss saves you money. It stops 
the bleeding before it becomes worse. 


ZHI - Daily 7/12/2013 
I'll place my Stop below this white candle. 
it broke the low of the white candle but not the low of the previous black candle, I'll hold and see. 
Oops! It broke my Stop but maybe it just sealed the gap and will go up tomorrow. I'll hold and see. 
See? Good thing I held, I'll sell at PO.70 at break even. 
Why didn’t [ sell on the previous rally? :/ Promise, I'll sell if it breaks this new low. 
Know what? I'm not selling with this huge loss. Maybe long-term investing is the way. 


The Stock Market hates me!!! 
Maybe ! should buy now?.. 


i 
ae “spall, ee | 
down -21% already :'[ . “Le, ! L 
I'm not looking at my port. (-35%) No way. i ee 


Please go up now... I'm 
, J 
% 


5 months is enough. Goodbye ZHL Free at last! :) (-53%) 





Figure 17-1. Zeus Holdings, Inc. (ZHI) Daily Chart: 2013. The Tale of the Hopeful Trader. In trading, hope is 
not a strategy. The only reason why a trader will disregard his own stop loss is because he is “hoping” that the 
price will eventually recover. The hopeful trader in the chart above adjusted (lowered) his stop loss three times 
until he finally decided to honor it and sell with a -53% loss. The thing is, Stop loss points should never be 
adjusted down! Set it then comply. No ifs and buts. 


Stock Knowledge: The saying, “Cut your losses short and let your profits run” actually means “Honor your : 
Stop Loss when price goes against you and use Trailing Stops when price goes in your favor’. 


Rules in Placing a Stop Loss 


1. Respect your Stop Loss. How many times have you broken a promise? Promises 
may be made to be broken but stop Joss points aren’t. Disregard your stop Joss and 
you’ ll end up like the “hopeful trader” in the tale above. 
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2. Determine your Stop Loss even before you enter a trade. This determines your 
risk. Not knowing what you are risking makes trading dangerous. 


3. The closer the Stop Loss is to the entry point, the better. If your entry price is far 
from your stop /oss point, it means that you are taking more risk. That’s why you need 
to follow rule no.2. 


4. Use the same timeframe for setting entry and Stop Loss points. If you entered using 
the daily chart, set the Stop Loss based on a daily chart (not the weekly or hourly chart). 


5. Place your Stop Loss at a point which when hit, breaks the pattern, breaks 
support or invalidates the set-up. An improperly placed stop Joss can either push 
you out of a promising position or incur additional and unnecessary losses. 


important: Setting a Stop Loss point is as critical and as meticulous as setting an entry point. Don't just 
place your stop /oss at any price level. Always place your stop loss at a point which wien hit, breaks the 
pattern, breaks support or invalidates the set-up. . 


How do you know if your Stop Loss point is at the proper place? 


Once you’re inside a trade, there must be sufficient and valid reason for you to be pushed 
out of a trade by a stop loss trigger. Here are some sample Stop Loss triggers and 
corresponding explanations for the trigger. 


Sample Pattern 1: Breakout 


Normal Breakout False Breakout 





Figure 17-2. Stop loss in breakout pattern. 


A normal break out should have follow through in the form of successive bullish candles 
or possibly a flag formation. The false breakout on the right showed no follow through 
and price even traded below the /ow of the breakout candle. This shows that the breakout 
is not supported and people are using the breakout to liquidate their shares. This is a bad 
sign especially if the sell-off candle is accompanied by high volume. 
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Sample Pattern 2: Pullbacks 


Normal Pullback Price Breaks Pivot Low 





Figure 17-3. Stop loss in pullback pattern. 


The pivot low marks the pullback or temporary weakness during the uptrend and once 
confirmed, provides a good cue for entry. The pattern on the right implies that something 
happened that disrupted the normal pullback structure. Price trading and closing below the 
pivot low is a warning that there is something wrong and you might want to get out of your 
position with minimal damage. 


Sample Pattern 3: Range Trades 
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Figure 17-4. Stop loss in range trades. 


The lows of a range is an established support level. Once it is broken, especially on 
significant volume, it implies that the buyers supporting that price level disappeared and 
the sellers were let loose. The integrity of the range has been violated (breakdown) and it 
may be the start of a new downtrend. With that, you would want to stay out of this stock 
for the meantime. 
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Sample Pattern 4: Trendline Break 
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Figure 17-5. Stop loss in trendline break. 


A trendline break implies a change in trend. So if you signed up for the uptrend, then you 
must get out if the uptrend no longer exists. 


Stop Loss Placement 


Where exactly do you put the Stop Loss point? In technical analysis, we use chart patterns 
and candlesticks to determine our Sop Loss points. This is in contrast to Peso value Stop 
Loss (getting out of a trade when you lose a certain Peso amount) or Percentage Stop Loss 
(getting out of a trade when you lose a certain percentage of capital). 


Figure 17-6. Exact Stop loss placement. 
The reference candle can be the 
Reference Candle breakout candle in breakouts (Fig. 17-2), 

\ pivot low candle in pullbacks (Fig. 17-3), 
significant low support in ranges (Fig. 
17-4), or other significant candles on 
patterns we have discussed. 


Stop Loss Placement 


- Stop Loss: 2-3 ticks below the reference candle low 


Stop Loss is placed 2 to 3 ticks 
(fluctuations) below the /ow of 
the reference candle. You can adjust it according to what you are comfortable with, like 
say, 3 to 5 ticks or 5 to 10 ticks below the low of the reference candle. Feel free to 
customize but keep it constant throughout your trading system. 
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Whipsaws 


Fakeouts are false 
breakouts and Shakeouts 
are false breakdowns. 


Fakeouts may cause you to 
buy on the promise of a 
breakout only to be 
whipsawed when price falls 
back. 





Shakeouts, on the other Figure 17-7. Fakeouts and shakeouts. 


hand, may cause you to sell 
prematurely because of an accidental Stop Loss trigger. 


Whipsaws are normal phenomena in trading and you shouldn’t be mad or sad when you 
got shaken or faked out. What to do when you get whipsawed? In shakeouts, re-enter 
when you feel like the trend is still intact and that it is in fact just a shakeout. In fakeouts, 
sell the position you bought for minimal loss, then move on. 


PGOLD - Daily 10/16/2014 


Volume Spike ree 
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Figure 17-8. Puregold Price Club, Inc. (PGOLD) Daily Chart: 2014. It was the 13" of May when PGOLD broke 
out of a triangle consolidation pattern in what seems to be a continuation move to the upside. The breakout is 
even backed up by an extreme volume spike. Two days later, PGOLD reported low earnings for the quarter 
and things got a little haywire. After the first long black candle, another one followed breaking the triangle 
support. This led to a series of catastrophic price moves in the next few months. This should remind you that 
nothing is 100% sure in the market. And that anything can happen anytime. 
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Fura 17-9. Global-Estate Resorts, Inc. (GERI) Daily Chart: 2013-2014. From April to Aut 2013, GERI has 
been trending down. It started to move sideways on September with major support at P1.30. On February 3, 
2014, GERI broke the P1.30 support for the first time and hit a new low of P1.22. This move triggered a lot of 
stop loss orders and analysts are predicting a dive down to 1 Peso flat. To everyone's surprise, GERI made a 
comeback and recovered 2 weeks later and traded to as high as 2 Pesos, which is a +63% increase from P1.22! 
Imagine if you held on to GERI for 6 months only to be stopped out on February just before it explodes by almost 
+60%. Truly a sad story. 


The key to combating whipsaw lies in the observation of price movement after it has 
occurred. You have to watch what happens after that significant price move. Was it a 
shakeout? A fakeout? Is the trend still intact? Is price going back to normal? 


The usual mistake of novice traders is that they abandon the stock after they’ ve been shaken 
out. They bitterly shift their attention to another stock without checking on what transpired 
after they got out of the trade. 


Whipsaws trap traders on the wrong side of the trade so you have to watch carefully 
because these events are emotionally-charged and can provide profitable opportunities that 
you can capitalize on. 
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TARGET PRICE 


Target Price (TP) is the price at which you will decide to lighten or sell all your shares with 
a profit. 


Rules in Determining the TP 


1. Determine the TP even before you enter a trade. This defines your reward. 
Both the Target Price and the Stop Loss Price should already be determined before 
clicking that buy button. 


2. The farther the TP is to the entry point, the better. The farther the nearest 
resistance is to the entry point, the higher is the reward potential. 


3. Use the same timeframe for entries, Stop Loss and TP. If you entered using 
the daily chart, set the Stop Loss and Target Price based on a daily chart (not on 
another timeframe like weekly or hourly chart). 


4. The TP should be set at a resistance area. You should lighten or sell on areas 
where resistance is most likely to be encountered and where price is most likely 
to stall or reverse. 


RLC - Daily 5/14/2012 


(End of Downtrend) Support 


Figure 17-10. Robinsons Land Corp. (RLC) Daily Chart: 2010-2012. After the downtrend that ended on March 
2011, RLC established support at around the P11.50 level. If you happen to buy near support, how do you 
determine your Target Price? 





When setting TPs, always look for the nearest resistance from the left side of the chart. 
Also check the SAR list on page 119 for other types of resistance. The nearest TP is the 
minimum Target Price. You can get quick profits by selling at the nearest resistance (swing 
trade). 
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It is wise to sell in tranches or in parts so as to keep the profits running. You do not want 
to block the way of a profitable trade by cashing everything out too early especially if you 
got in when the trend was still young. 


In Fig. 17-10, all the previous peaks of RLC during the downtrend served as resistance, 
and therefore TPs, during the uptrend. TP 5 is the ultimate Target Price / Resistance. At 
that point, the stock has already run up so much and is heading for a major peak. 
Anticipating the heavy selling pressure at that altitude means that you have to liquidate 
everything there or on the way to there. 


How do I sell in tranches? 


Selling in tranches means that you don’t sell your entire position all at once. It means that 
you sell a portion of your shares whenever you reach a certain TP / resistance. This ensures 
that, as price moves in your favor, you are sealing profits along the way. As the saying 
goes, a bird in hand is worth two in the bush. 


How much shares do I sell per TP? 


There is no strict rule to the partitions. Some sell 50% at the nearest TP and risk the rest. 
Some sell 70% right away (especially if the initial move is already sufficient) then let the 
30% run. You can do partitions of 50/20/20/10 or 50/30/20, or whichever is comfortable 
for you. As for me, I usually seal (or lighten) 50% at the nearest TP (with sufficient profits) 
then use Trailing Stops for the remaining 30% and 20%. 


Looking back at the RLC chart in Fig. 17-10, why would I sell at P13.50 when the 
major peak is at P18.50? Shouldn’t I keep all my shares intact so that I can maximize 
my profits when I sell at P18.50? 


Because you don’t know that for sure. In this sample RLC chart, price was able to reach 
its maximum TP but this is not always the case. If you keep a very high expectation in 
setting TPs, you will be giving back most of your gains in many instances. You may even 
turn a winning trade into a losing one if you are always looking for a home run. It is 
therefore advisable to seal some profits on the way up and leaving some for the home run, 
just in case. 
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LTG - Daily $/21/2014 





Figure 17-11. LT Group, Inc. (LTG) Daily Chart: 2013-2014. This is an example of a chart that reached only 
the nearest TP, after the breakout from the ascending triangle, before succumbing back to its previous 
bearishness. If you set your strict TP at the P28.00 level then it's just not happening yet. 


It always happens that after I sell at my TP, the stock goes up further. What do I do 
in such situations? 


If your TP is hit, it means that your expectation for the trade has been met and the trade 
was a success! You should be happy and contented with the profit that you made, right? 
But if you are prone to regretting after a stock runs up on you, try selling in tranches next 
time, to give room for profit to run. Or look for another entry (based on our trading 
strategies and not just any entry) to buy back and treat it as a separate trade. 


They say that “money is made on the sitting”, so do I sell or do I hold on indefinitely? 


Whatever trading or investing strategy you are using, there will always be a point where 
you will have to sell and liquidate your position / investment. The selling point or TP just 
differs based on strategy and time frame but for every plan or goal, there is always a target, 
a culmination, an end. So when you say “money is made on the sitting”, it actually depends 
on how you define “sitting”. A day trader cannot sit (hold a position) for more than a day. 
A swing trader sits only as long as the momentum is still there, while a position trader, sits 
on entire uptrends. So it would help for you to first identify your trading / investing strategy 
then customize your entry, stop loss, and target price based on it. 
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RISK/REWARD RATIO 


The Risk/Reward Ratio is the ratio of the possible loss (risk) if price moves against you to 
the possible gain (reward) if price goes in your favor. In the chart, it is seen as the distance 
between the Entry price and the Stop Loss point (risk) over the distance between the Target 
Price and the Entry price (reward). 


Risk : Reward Ratio 





Figure 17-12. Risk / Reward Ratio. 


Based on Fig. 17-12, the higher the reward and the lower the risk, the better is the trade. 
The minimum ratio is 1:1 where the reward is equal to the risk. This ratio (1:1) is often 
used by day traders where the trading environment is fast-paced and where trades with 
higher reward than risk are difficult to come by. 


For non-day traders, the minimum ratio is 1:2 (a ratio equal to or greater than 1:3 is ideal). 
Before you even consider putting your money down on an investment (or trade), you should 
at least get 2 points of reward for every 1 point of risk you take. Otherwise, you might as 
well keep your cash. A 2:1 ratio is considered unacceptable in any kind of trade. 


How to Compute for the Risk/Reward Ratio 

If based on the chart you come up with the following values: 
TP = P28.00 

Entry = P26.15 

Stop Loss = P25.30 

The steps in computing the Risk/Reward Ratio is as follows: 
Step 1: Subtract Entry Price from TP. 


Step 2: Subtract Stop Loss from Entry Price. 
Step 3: Divide the difference in step 1 by the difference in step 2. 
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Mathematically: 


Risk : Reward = (TP — Entry) / (Entry — Stop Loss) 
= (28 — 26.15) / (26.15 — 25.30) 
= (1.85 / 0.85) 
=1:2.18 


Risk : Reward Computation 


TP P 28.00 - 


— (subract) 


i pP185 
— (divide) 
Entry Pp 26 15 = 2.17 m= Ratio = : 2.18 
a (subract) 
r PO85 ~ 
Stop Loss P 25.30 _ 





Figure 17-13. Risk / Reward ratio computation. 


The ratio | : 2.18 is an acceptable risk/reward ratio and the trade may be taken. Suppose 
we move our Entry to P27.15 instead of P26.15, can you compute for the resulting 
Risk/Reward ratio? 


Le = P28.00 
Entry = P2749 
Stop Loss = P25.30 


Fill in the illustration below. 


Risk : Reward Computation 


p 


> 
— (subract) 
p 


— (divide) 


SU ores 


— (subract) 


Pe 
Stop Loss P la 





Figure 17-14. Risk / Reward ratio computation exercise. 
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The resulting ratio is | : 0.46, and that is considered suboptimal and the trade should not 
be taken. The risk is too high (1) compared to the reward (0.46). Now what happened 
there? We had the same TP and Stop Loss but the Entry was higher compared to the first 
example. This example shows you how proper Entry affects the risk and reward of a given 
trade. This is exactly what happens when you chase price. If you were not able to get in 
at the proper Entry point at the right time, you tend to chase the stock even though price 
has already gone up a few points. The result: you increase the risk and decrease the reward. 


Figure 17-15. Chasing price. Proper 
Chasing Price trading involves proper Entry and proper 
Exit. The farther the Entry price is from the 
Stop Loss point, the riskier is the trade. 
sino tinea i There is a proper timing for Entries. If you 

(4 Riskiest Entry missed it, assess the situation using 
Risk/Reward analysis then see if the trade 
is still worth taking. 


-- Riskier Entry 


Riskier Entry 


Stop Loss 





If | happen to see a trade I really, really like and the Risk/Reward Ratio is poor, can 
[ just adjust the Stop Loss or the Target Price so that the Ratio becomes acceptable? 


No. Don’t do that. The TP, Stop Loss, and Entry are predetermined based on the chart. 
Adjusting the TP or the Stop Loss to fit in the Risk/Reward criteria is like fooling yourself 
or bending the rules to your disadvantage. In Fig. 17-14, if you move the Stop Loss a few 
points up to make it closer to the Entry price and thus lower the risk value, you run the risk 
of getting stopped out ona normal price fluctuation. Conversely, if you move the TP higher 
to increase the reward value, you may be putting a Target Price that is not attainable and 
you end up not selling at the right time. 


Take note though that once you get into the trade, you are now allowed to move the Stop 
Loss point as price moves in your favor. This is called Trailing Stop and is discussed in 
the next chapter. 


I have to take the trade no matter what. What do I do? 


If you really, really need to take the trade and you know that you can’t move the TP nor 
the Stop Loss, then you would have to adjust your Entry for a few points above or below 
the prescribed Entry point, whichever is the case. But it should not be too far from the 
prescribed entry point based on technical analysis because that is already considered 
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chasing price which increases your risk and decreases your reward. There really are times 
when it is hard to get the perfect Entry so there is some allowance to the exact position of 
the Entry price on the chart. The most important thing to remember though, is that the 
Entry price should always be nearer to the Stop Loss than to the Target Price to minimize 
risk and maximize reward. 


Trade Assessment 


Many people overthink trading. Too many rules, conditions, and considerations just 
confuse the wit out of traders. As much as IJ use only the basics in my charts, I also like to 
make my trading guidelines to be as simple as possible. Fig. 17-16 shows you how to 
assess trades in a very simple yet conclusive manner. 


Below is a flowchart on how to assess trades. If the trade doesn’t pass the assessment 
criteria, don’t take it. The stock market is just there and there will always be new 
opportunities every day, every minute, even. You'll never run out of stocks to trade. To 
win the war, you have to choose your battles well. 


Trade Assessment 


Is there a high 
probability 
pattern? 


Is the 
Risk/Reward 
Ratio at least 

1:2? 


Yes 
Take the Trade! 


Figure 17-16. Trade assessment flowchart 
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Cut Losses Short 


Your all-time crush just texted and is inviting you out for dinner. He says he’s been wanting to ask you 
something for some time now, but he said that it is important and that he wants to tell it to you in person. 


Your months-worth of coordinated moves and seductive ploys will finally bear fruits. This is the 
culmination of your patience and hard work. This definitely must be it. Your nearest TP is to go steady 
and your maximum TP is uhmm... marriage. 


You go to your favorite salon for shampoo and blow-dry. You choose a classy black dress with semi- 
plunging neckline just enough to tease. Fast forward to the resto, you see him waiting for you at the 
entrance. His smile melts every meltable part of you. 


But your excitement gets the better of you and you insisted (in a cute way) that he tell you what he wanted 
to say earlier. He then obliges by leading you to a table with eight other people. He whispers to your 
ears “open-minded ka ba sa networking?” 


Like a burning charcoal washed with cold water, you knew you had to cut loss right then and there. 


Chapter 18 - TRAILING STOPS 


Trailing Stops are Stop Joss points that are adjusted or moved to follow price movement. 
They are used by traders to protect profits when price starts moving in their favor. 

As you understand the idea behind trailing stops, you may come up with your own version 
of it, one that suits you. But let me introduce you to what I use. 


1. Per Candle (tight Trail) 
2. Per Pivot (loose Trail) 


One Important Rule: Trailing Stops are always adjusted up and never adjusted down. This way, you 
protect your profits while letting it run at the same time. 


Trailing Stop is actually your Stop 


Loss that is being adjusted up as price Tight Trailing Stop 
(per candle) 


moves up. In the Per Candle Tight 
Trailing Stop, the first thing you set up 
afier entry, is your basic Stop Loss. 
This 1s a must. 


Suppose the next candle turns to your 
favor (white candle), you now move 
your Stop Loss higher (at least 1 or 2 
ticks below the low of the new candle). 
This is your /st Trailing Stop. Since 
the price went up and made you some 
paper profits, you want to make sure 
that if ever it goes down again, you _—-Figure 18-1. Per candle tight trailing stops. 

will be able to lock in profits before 

it goes down to your original Stop Loss point. Otherwise, “pera na naging bato pa.” 





As price (candles) go higher, you continue to place your trailing stops a few ticks below 
each new candle until you get stopped out. At the 4th Trailing Stop in Fig. 18-1, price 
breaks the /ow of the previous candle and the position ts sold. 


TRAILING STOPS | 243 


Loose Trailing Stop 
(per pivot) 


it Stopped Out! 


a ~~ Entry aheptinenas 1* TS 
~Fitmeen StOp LOSS 





Figure 18-2. Per pivot loose trailing stops. 


In the Per Pivot method, Trailing Stops are placed below pivot lows or U-turn lows instead 
of a per candle basis. This method keeps you holding on to a winning position as long as 
the uptrend is still intact. It’s a position trader’s favorite. In the 5” Trailing Stop in Fig. 
18-2, price went below the previous pivot low and the position is sold. 


In a Loose Trailing Stop method, notice how it is only at the first higher low formation 
(10" candle) that you adjusted your Stop Loss to the 1* Trailing Stop. It means that price 
went up and down already (for 10 days in case of a daily chart) but you still haven’t changed 
your initial Stop Loss until you saw a higher low formation (which signifies a new support 
at that level). 


Also notice how the /” Trailing Stop is almost at the level of the Entry. It means that after 
10 candles, you’re back to square one and are just about break even, even though price has 
already moved substantially in your favor. But with the trend in your favor and the 
discipline to stick to your Trailing Stop, this theoretical trade was able to maximize the 
entire uptrend until it was stopped out. 


If you’re wondering if you can combine both Loose and Tight Trailing Stops, yes you can! 
There is no hard and fast rule here. If you can combine two methods to maximize profits, 
then why not? 
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Loose and Tight Stops 
Combined 


~~ Stopped Out! 


Tight 
Trailing 


| 
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Figure 18-3. Combined loose and tight trailing stops. 


In Fig. 18-3, after using loose stops at the beginning of the trend, the trader decides to 
tighten his stops to secure his gains as the trend progresses. The Loose Trailing Stop gives 
enough room for price to wiggle so you don’t get stopped out prematurely. But as the trend 
matures and you feel signs of weakening of the trend, you may switch to Tight Trailing 
Stops so you can squeeze out more money from the trade. 


These two Trailing Stop methods I use are based on price on charts. There are those who 
use Moving Averages or Trendlines to follow price movement. If the MA or the Trendline 
is broken, they sell. 


Trailing Stop 
(MA break) 


Price crossed below MA 


“yw Entry 
Stop Loss 





Figure 18-4. Moving average as trailing stop. 
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Trailing Stop Price breaks Trendline 


(Trendline break) 
ry 


i 3™ Trendline 
| 4) cain 


1* Trendline 


é 


~~~ Stop Loss 





Figure 18-5. Trendline as trailing stop. 


In the Trendline Break Trailing Stop (Fig. 18-5), the trendline is adjusted to follow price 
movement closely. As you can see, the adjusted 3™ trendline maximizes the profit 
compared to the unadjusted 1* trendline. For a discussion on trendline adjustment, see 
page 95. 


Some don’t use charts at all, instead they use a certain percentage to trail stops. Let’s say 
that after entry, they give the stock a -5% Stop Loss from the entry price. It means that at 
5% loss, they cut and sell. As price moves in their favor, they adjust the Stop Loss 
percentage to breakeven then to positive percentage until they get stopped out. This 
method may work for some but as a student of technical analysis, I’d like to believe that 
nothing beats looking at price movement itself and basing your entries and exits in it. 


AEV - Daily 4/14/2014 





Figure 18-6. Aboitiz Equity Ventures, Inc. (AEV) Daily Chart: 2014. The Tale of the Tight Trader. He made a 
great entry in AEV. He spotted the Sign of Reversal (SOR) and as soon as he bought, he set a mental stop 
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loss below the low which is P50.05. The Tight trader was delighted to see that price was moving in his favor 
and he was determined to trail his stops using the per candle method. He made sure that he followed his trading 
plan meticulously setting stops 2 ticks below each previous candle’s low. 


On February 19, he was stopped out of the trade because price touched his stop loss point and he was happy 
to reap his well-traded gains. The next morning he was surprised to see that price still went up +1.4% and 
closed at P56.20. Two weeks after being stopped out at P54.90, the Tight trader can’t believe why he sold his 
position because AEV is now trading at P61.50 a share. He can't sleep at night thinking why he abandoned a 
profitable set-up halfway while everyone in the forums seemed to have held on to their shares. 


Lesson: Too tight stops may push you out of a profitable position. It is not wrong to follow your trading plan 
down to the last detail. Actually, that is the right thing to do. But some flexibility or intuition is also needed in 
trading as trading is an Art and not rigid Science. The candle that stopped out the trade in our example touched 
the stop loss level for a few minutes but actually closed with a bullish candle. If you are working with daily 
charts, it may help to wait for the close or near the close to have a good conclusion on the bullishness or 
bearishness of the day's candle. On a different note, don't believe everything you hear in trading forums. © 


LMG - Daily 1/20/2014 
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Figure 18-7. LMG Chemicals Corp. (LMG) Daily Chart: 2013-2014. The Tale of the Loose Trader. The Loose 
trader timed his entry on LMG on the pullback after the breakout of a flag. In fact, his entry at P3.70 was so 
timely that the next day, LMG exploded +29.3% and closed at P4.85! 


Being a religious follower of his trailing technique, he placed his trailing stops below previous bars’ close. Three 
days after his entry, he is now faced with a 5% loss when the stock gapped down below his trailing stop. He 
turned from winner to “looser”. 


Lesson: LMG is a very volatile stock and loose trailing stops won't work as flawlessly as you want it to be. When 
you know that the stock can change direction in the blink of an eye, tighten your stops. Either you take partial 
profits on the way up of the explosion day or you use Trailing stops on lower time frames (hourly or minute 
Charts) to have a control on the volatility of the stock. Sealing partial profits on a 1 day-29% up move doesn't 
sound too bad for a strategy anyway, right? 
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Type. Save. Repeat. 


You had been doing Trailing Stops even before you ever heard of trading, so employing this strategy 
shouldn't be alienating to you. 


Remember the time when you and your classmate had to stay up all night because you had to submit a 
very long report the next day, then a 10-second power interruption shuts down your PC? That moment 
when everything went black and your eyes are wide open trying to grasp what light remains in the room. 
And you look at your partner and started asking, “Nasave mo ba? (Were you able to save it?). 


Since then, every time you open a Word document, for every paragraph, every sentence, every word, 
you press CTRL-S to save your work. So you won't have to rewrite everything from the beginning. 


Trailing stops — you had been doing this all along. 


Chapter 19 - RISK MANAGEMENT 


If the entire market seems to be out of control, there is one thing that is under your control, 
and that is RISK. You can control how much capital you are willing to expose on a certain 
position. You can control how much loss you are willing to take if the market moves 
against you. 


Traders are not just traders, they are risk managers above everything else. You should treat 
your trading as how you will treat a business. Do not let one unlucky trade wipe away 
months’ worth of gains. Drastic, unexpected things do happen in the stock market, and if 
you do not protect your capital, one unforeseen error can close your shop down. 


Controlling Your Size 


There is a very simple way to make sure that you do not lose more than what you intend 
to, when the price movement is not in your favor. This simple risk management technique 
makes sure that the amount you risk per trade is constant. 


1. Set your Capital. Your capital can be the entire amount in your trading portfolio 
or portions of it. 

2. Set the percentage of Capital to risk per trade. The usual percentage is 2% of 
your capital but it is subject to your own risk appetite. This determines the peso 
amount that you are willing to risk in every trade. This is the constant risk that 
we are trying to control. 


Capital: 100,000 
% of capital to risk per trade: 2% 


Constant amount to risk per trade: 2,000 


Taking 2% of 100,000 gives you a 2,000 Peso risk limit on every trade. This 
means that whatever happens, there is no way that you should exceed 2,000 Pesos 
as long as you follow your risk management procedures. 


3. Determine your Entry price and your Stop Loss price. This is based on the 
set-up on the chart. 
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ALI - Daily 11/25/2013 50 SMA 
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Figure 19-1. Ayala Land, Inc. (ALI) Daily Chart: 2013. You saw a Sign of Reversal (SOR) on today’s candle 
and you want fo enter the trade. The stock is already oversold as seen in the stochastics (STS) and the price 
action seemed to have already completed a 5-wave pattern. A rebound is very likely to happen. The next day, 
you decided to enter 1 tick above the SOR candle high of P26.10 and placed your Stop Loss price 2 ticks below 
the SOR candle low of P25.40. 


Entry Price: 26.15 
Stop Loss Price: — 25.30 


Risk: 0.85 


In this example, the Entry price is P26.15 and the Stop Loss price is P25.30. It 
means that you are giving the trade a 0.85 cent allowance from your entry. If 
price goes below P25.30, you’re out. 


4. Divide the Constant amount of risk per trade by the risk. This determines the 
number of shares that you should buy for that trade. 


0.85 
In summary. You have a capital of P100,000 and you want to risk only 2% (P2,000) of 
that capital per trade. On the chart, your entry is at P26.15 and your Stop Loss is below 


the SOR candle’s low at P25.30. If it goes below 0.85 cents of your entry price, you cut 
loss. 
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Capital: 100,000 
% of capital to risk per trade: e. 2 


Constant amount to risk per trade: 2,000 Se 
=. a 2,352 shares 
Entry Price: 26.15 0.85 


Stop Loss Price: = 25.30 fe 
Risk: 0.85 


Figure 19-2. Share size determination. 







Based on our simple risk management technique, you should buy 2,350 shares (rounded 
off) of ALI at P26.15. If you get stopped out at P25.30, then you are going to lose only 
2,000 Pesos, nothing more and nothing less. It’s very simple right? © 


Trading Fees 


I’m sure that you are aware that you have to pay your broker and PSEi some fees and taxes 
on every trade. Here are the usual fees: 


Fees | Buying | Selling 





*% fees are based on gross transaction amount 


This means that if you follow our simple risk management technique above which doesn’t 
account for the taxes and fees yet, you may lose a little bit more than the constant amount 
that you want to risk per trade. 


In the case of our ALI trade above, if you bought 2,350 shares of ALI at P26.15 and you 
got stopped out at P25.30, because of the additional fees and taxes, you are actually going 
to lose 2,651 Pesos which a little bit more than your intended risk of 2,000 Pesos. 


Some of you will say that the 651 Peso difference is almost negligible so why complicate 
things? I agree. If you think that the 0.295% buying fee and 0.795% selling fee won’t 
matter much to you, then our simple share computation is alright. 
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If you want to account for the Trading Fees, here’s how to adjust: 


Capital: 100,000 
% of capital to risk per trade: x 2% 


Constant amount to risk per trade: 2,000 


Entry Price: 26.15 


Buying Fees (0.295%) __+ 0.08 _ 2,000 =| 1,786 shares 
Adjusted Price: 26.22 1:12 


Stop Loss Price: 25.30 
Selling Fees (0.795%): - 0.20 
Adjusted Price: 25.10 


Adjusted Risk (26.22 - 25.10) 1.12 





Figure 19-3. Adjusted share size computation for taxes and other fees. 


You'll notice that the 1,786 shares is smaller than the 2,352 shares that we got previously. 
The decrease in size accounts for the taxes and fees such that at the end of the entire 
transaction, you only lose 2,000 Pesos if you get stopped out. 


Simple Vs Adjusted Computation 


The simple and adjusted computations don’t vary much especially when the amounts in 
question are comparatively small. If you don’t want to go through the hassle of adjustments 
due to fees, feel free to use the simple version. When I scalp (seconds to minute trading), 
the time is too short to do adjustment calculations so I stick with the simple method and 
just try to estimate the values. Actually, in scalping, there is really no time to compute at 
all. Decisions are more or less mechanical already. Share size allocation has already been 
imprinted through constant practice and training. © 


Test Scenario: 


You have P1,000,000 capital and you are willing to risk 2% of your capital per trade. The 
entry price in MEG is P4.27 and the Stop Loss price is P4.11. Compute for the number of 
shares that you need to buy using the Simple and Adjusted computations. (J know this 
sounds like a college math problem all over again but I need to know if you understood the 
topic completely. I promise that this is the last problem solving...for this page. ©) 
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Simple Computation 


Capital: 
% of capital to risk per trade: 


Constant amount to Constant amounttoriskpertrade: = Constant amounttoriskpertrade: = trade: ie pe 


Entry Price: 


Stop Loss Price: a 


Fees-Adjusted Computation 





Capital: 
% of capital to risk per trade: x % 


Constant amount to risk per trade: 


Entry Price: 
Buying Fees (0.295%) 


Adjusted Price: 


Stop Loss Price: 
Selling Fees (0.795%): 
Adjusted Price: 


Adjusted Risk ( - ) 


Answers: 
If you got 125,000 shares for the Simple and 100,000 shares for the Fee-adjusted 
computation, you got them right! 





If you bought using the 100,000 shares and got stopped out, you lose more or less 20,000 
pesos. If you bought using the unadjusted 125,000 shares and got stopped out, you lose 
P25,658 because of the fees. A little bit more than the P20,000 that you intended to lose. 


Using our risk management technique, there is no reason to say that GLO or TEL are too 
expensive to trade while MPI and MEG are cheap, based on their respective prices. You 
can trade every stock in the market. The secret lies in share allocation. 


Risk management ensures that your mistakes do not wipe out your entire account and that 
you stay in the game despite some mishaps. Errors and losses are a natural part of trading 
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and they can’t be eliminated. You will always make mistakes but as long as you cut your 
losses short, let your profits run, and manage your risk properly, you’ ll be able to stay long 
in this game. © 


Risk Management 


In poker, the best hand you can have are pocket Aces (two Aces). But even the best hand in poker can 
only give you an 85% chance of winning. This is exactly like how the stock market works. Nothing is 
100% sure and even your best bet can turn on you in an instant’s notice. So what do we do about it? 
We manage risks. We don’t bet the house and the car. Instead, we trade only our disposable income. 


But in poker, you can’t be too risk averse either because that won't take you anywhere. Playing not to 
lose is different from playing to win. If you want to make money, you have to have accept the risk that 
comes with the reward. 


Each hand (combination of 2 cards) in poker has a certain percentage of winning and it has been 
statistically computed ever since. A 2-7 combination has a measly 35% chance of winning while a K 
- K (two Kings) has an 82% chance of toppling another player's hand. What if you only played good 
hands, those with a win percentage of say, 75% above and fold every time you draw weak hands. 
Wouldn't that send you right away to the World Poker Tour? Yes, it would! So why do poker players 
even lose if they can choose to play only strong hands? 


In poker, (a) you have to place a minimum bet every round and the bet increases every round. And 
because, cards are randomly drawn, sometimes you get good hands, sometimes you don't. Sometimes 
you get a series of bad hands that kills you slowly as the betting goes up every round. (b) Sometimes 
your supposedly "best" hand loses to another players “better” hand. (c) Or your opponents are too good 
at reading your body language that they can easily tell if you're bluffing. And once you are predictable, 
you lose in poker. So there are many reasons why players lose in poker. 


So is trading any better than poker? 


(a) In trading, you don’t have to bet if you don’t like a trade. There is no time constraint (unless you are 
employed to trade or to stay invested) and you can choose to trade only the high probability trades 
(pocket Aces). (b) There can be more than 1 winner in every trade. (c) No one can tell what your hand 
is. Trading is not a battle between you and another trader. It's more of a battle between you and 
yourself. 


Chapter 20 - TRADING SYSTEMS 


What is a Trading System and why should you have one? 


If the term “Trading System” reminds you of the ComSci 101 practical exam back in 
college wherein you want to just hide under the keyboard and disappear, then you have to 
hear this. 


A Trading System is just a set of rules or parameters that you follow for each and every 
trade you take. Some mistake the idea of a “system” for a complex computer program that 
generates, and possibly, manages trades. While your System may include the use of 
complex computer programs, the idea of a Trading System that we are talking about here 
is just a set of rules that you use for trading. Your rules. 


Why have a Trading System in the first place? 


Maybe, the real question here is, “What in the world are you doing, trading without a 
system?” Any process or operation (in trading, in business, or in life) without a system has 
a low chance of success. Trading systems take the emotion out of trading. You have a set 
of rules that you execute each and every time with no exception, whether you’re happy or 
sad, fearful or greedy. Trading System is simply the key to being consistently profitable 
in the stock market. 


How do you start making your Trading System? 


Before we go to the details of a Trading System, first, you have to know for yourself what 
kind of trader you are or you want to become. From there, you can mold your system based 
on your core values in trading. Fig. 20-1 provides an informal compilation of questions 
and the answers that each type of trader would give in case they are asked. Read their 
answers and determine to which type of trader you would most likely associate yourself 
with. 


At the end of the table is a conclusion on which type of chart you should be using based on 


your kind of trading. The trading system discussed in this chapter is applicable to any type 
of trader as long as you use the right chart and time frame. 


a oe 
Trader Trader Trader Investor 
day time job? 
| 


oO. S. 
Do you trade Yes. N No. 
for a living or 
is trading your 
main source of 
income? 
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eon Oi - OW 06 Be 2 
Trader Trader Trader Investor 

Do you like Yes! I get Yes to profits | No to high No to high risk. I 

quick profits what I can but I try to risk. | like the | can wait like a 

and high risks? | take then I’m | lower my risk | profits but I tree. 

gone. as much as can wait. 


possible. 





















































I know the basics. 
I also use 
fundamental 
analysis to decide. 
I use it as a guide 
to improve my 
entries and exits. 


Are you skillful 
in technical 
analysis? 


Definitely. 
It’s a must. 


























mall 
charts. 
Impossible to 
trade without 
it. 


How important 
are charts to 
your trading? 


Very Very 
important. important. 














































What stocks do | The volatile | Any stock Any stock Mostly blue chips 

you trade? ones. The with that gives (big names, high 
high flyers. 1 | momentum. good capital stocks). 
can’t make risk/reward No to speculative 


and volatile 
stocks. 


money ratio. 
intraday 
without high 


volatility. 






















































How long is I close all 3 to 15 days Weeks to Months to years. 

your holding positions oraslongas | monthsoras | Building wealth is 

period? within the price is long as my a marathon not a 
day and sleep | moving in my | strategy tells | sprint. 





soundly at favor. me to hold. 
night. 

Tomorrow is 
a brand new 


trading day. 



























































What makes Skill, Technical Technical Patience, 

you successful? | technical knowledge, knowledge, discipline, long- 
knowledge, discipline, discipline, term view. 
experience, trading patience, Fundamental 
discipline, system. trading Analysis 
trading system. 


system. 



























Recommended 
chart for 

trading: 
Figure 20-1. What kind of trader are you? 


Minute to Daily and 
daily charts | weekly 
charts 


Daily and 
weekly 
charts 


Weekly, monthly 
and yearly 
charts 
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What comprises a TRADING SYSTEM? 


1. Set-up (chart patterns) 
2. Entry 
3.. Ext 


Simple right? For you to claim that you have a Trading System, you must have 
predetermined rules on which chart patterns you plan to trade, at what point you will enter, 
and at what point you will get out of a trade. 


SET-UPS 


Set-ups are formations of price movement that you see on the charts. There are times when 
price forms certain patterns and there are times when there are none. So you trade only 
when you see set-ups or recognizable chart patterns. You don’t trade when there is no set- 


up. 


Set-ups or chart patterns can have many names, ranging from breakouts and pullbacks to 
head and shoulders and double bottoms. You can trade all these patterns or you may choose 
to just trade specific ones. It really depends on what you are comfortable with. You can 
be a breakout artist only, mastering the details of every breakout trade. Or you can also be 
a pullback trader lurking at every U-turn in the chart. 


While the Head and Shoulders Pattern is proven to be the most reliable of all chart patterns, 
would it be worthwhile to be a Head and Shoulders Guru someday? Well, not really, given 
that short-selling is not yet allowed in the PSE, the H&S pattern won’t be the ideal pattern 
to get a hold of. 


Since the core trading techniques of The Trading Code™ involve breakout and pullback 
set-ups, trading only these two set-ups and refraining from trading anything else can be a 
good start to being consistent with trading basic set-ups. 


ENTRY 


Entry is actually a question on “where and when to enter?” If you had been visiting stock 
market forums and groups, I’m quite sure that you have encountered traders, usually 
“newbies”, asking, “At what price should we buy stock XYZ?” or “Is stock XYZ a good 
buy already at this level?” 


That thing that they are asking about is Entry. Maybe, at some point in your trading career, 
you also asked the same question in those same groups and forums. Just like some of you, 
I was also clueless once. 


TRADING SYSTEMS | 257 


Entry is a collection of things you consider before entering a trade including the execution 
of the trade itself. Entry is actually the first action that you do in trading (you can’t possibly 
exit first, right? ©). 


After identifying the set-up or chart pattern, the next thing you decide on is how, where 
and when to enter. Thus, Entry can be considered as a set of decisions ultimately leading 
to the execution of a trade. 


ENTRY Parameters: 
1. Entry Price 
2. Target Price 
3. Stop loss Price 
4. Risk/Reward Ratio (based on Target and Stop Loss Prices) 
5. Type of Entry Order 


These Entry Parameters are things that you need to consider BEFORE even pushing the 
buy button. I emphasized the word “BEFORE” because novice traders do have the habit 
of pressing the buy button first before determining the Entry Parameters. Why do they do 
that? Because they are either too excited to follow a “tip” they got, too lazy to even think 
about it, or to naive to know that decisions like this must be analyzed first. 


When you are buying a new cellphone or a new laptop, do you head to the store and give 
your money to the cashier without first asking for details like, specifications, warranty, 
repairs, service centers, etc.? Believe it or not, a lot, and I mean, a lot of traders buy stocks 
mindlessly and then leave the rest of the decision-making to Batman. It’s as if Batman was 
known to be a good trader. 


How do you know if a trader did not consider the Entry Parameters first before 
entering the trade? 


He doesn’t know one or more of the Entry parameters. So please, remember this: 

You must never enter a trade without determining all 5 of the Entry Parameters first. Yes, 
all 5 ofthem. It may take some time to get used to it so you need to practice thinking about 
(or writing down in paper) the Entry Parameters BEFORE pressing that Buy button. Make 
ita habit. You'll see improvement in your trading if you follow proper trading processes. 


So the set-up is there, now how do we go about the Entry process? 


1. Determine the Entry Price. The Entry price is based on chart patterns. For 
example, if you are trading a breakout, then the Entry price must be a few points 
above the consolidation area. If you are trading pullbacks, then the Entry price 
should be a few points above the SOR candle. The Entry price is more of a 
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EXIT 


mechanical decision. You don’t have to think much about it because the chart 
already gives you ideas on where to possibly enter. 


Determine the Target Price. The Target Price represents your expectation. It is 
the Reward. Compared to Entry price determination, this is a more discretionary 
decision than a mechanical one. You’d have to decide on how far you think the 
price can go. Usual candidates for target prices are resistance areas. Resistances 
can be the nearest highs, previous peaks, previous troughs, previous consolidation 
area, Fibonacci numbers, trendline resistances, etc. See Chapter 17 for a detailed 
discussion on Target Price. 


Stop Loss Price. The Stop Loss price represents the worst-case scenario. It is 
the Risk. It is the price which when hit, pushes you out of the trade right there 
and then, no ifs and buts. It is an even more critical decision than Target Price 
determination. Why? Because it is harder to take a loss than to seal profits. Profit 
is profit, no matter how small it is, but a loss takes a bit of an emotional hit. That 
is why proper setting of Stop loss price BEFORE entering a trade is very critical 
to your success in trading. See Chapter 17 for a detailed discussion on Stop Loss. 


Risk / Reward Ratio. This is simply the comparison of the amount you are 
willing to lose versus the amount you are hoping to get. So why is this important? 
You may not be aware but we do Risk/Reward ratio analysis in most decisions we 
make. Looking for a job? What’s the salary (reward) compared to the effort, 
time, expenses (risk) that it will entail? Sometimes, it may not be numerical but 
it’s still the same concept. Looking for a wife? Will the advantage of having 
someone to love and someone to love you back for the rest of your life (reward) 
be worth the maintenance cost of 2 persons and possibly a child or two in the 
future (risk)? And we do all these assessments BEFORE we get the job, before 
we marry. See Chapter 19 for a detailed discussion on Risk/Reward Ratio. 


Type of Entry Order. When all the 4 parameters above had been considered, 
the final step is to execute the trade by placing a buy order. There are just basically 
2 options you can choose from, either you buy the ask or place a bid. You buy 
the ask when the price movement is aggressive and you want to make sure that 
you get the shares before price takes off. We do this when there is aggressive 
buying and the price is hard to catch. You place a bid when you think there is a 
good possibility that sellers will sell at your intended price. 


They say that anyone can buy a stock but it is how they sell that matters. That is true. The 
stock market is just like any other betting game. It’s easy to shed some cash and call 
yourself a trader, but buying is only half the battle. 
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You made it inside the hole, now how do you get out? These are the 4 possible outcome 
of your well-timed Entry, arranged from most delightful to most dreadful. 


l. 


Exiting at Target Price. The most ideal scenario. Price moves in your favor and 
your expectation is met. You place a sell order that is filled near or at the area of 
the target price. You bag your solid profit then move on to the next trade. 


Exiting Using Trailing Stops. Trailing stop is like a moving stop loss order. It 
is adjusted from time to time based on price action, thus, is not a stationary price 
point. Ideally, the stop Joss price is adjusted up from time to time. It should never 
be adjusted down. By only moving up, profit is ensured while the price moves in 
your favor. See Chapter 18 for a detailed discussion on Trailing Stops. 


Exiting at Break Even. It is also called “scratching the trade” where you break 
even or lose just a small portion of capital because of tax and commissions. When 
price moves up and they miss the chance to sell, beginners reject the thought of 
breaking even because they are “hoping” that price will go back up. Professional 
traders, on the other hand, know that breaking even is so much better than taking 
a larger loss so they scratch the trade quickly once the set-up fails to unfold in 
their favor. These are the reasons why beginners lose and professionals prevail. 
Because “pros” know how to manage risk and take small losses, while “newbies” 
are left praying for another rally that may never come. 


Exiting at Stop Loss. This is the worst-case scenario. Exiting at your Stop Loss 
point means that the trade failed to move according to your expectation and you 
should get out immediately. Remember that the Stop Loss Price determination is 
part of the Entry Parameters. You already know even before you entered the trade, 
that at this price point, you are automatically going to abandon the trade without 
second thought. The decision has been made before entry, all you have to do at 
this point is execute the sell order as planned. Failure to do so is a dangerous 
disregard to the Trading System and may lead to larger losses (aka “ipit) now, and 
in future trades. 


Every trader (even investors), beginner or professional, must have his / her own Trading 
System. In sports, it is the game plan, you lose without it. In war, it is battle plan, you die 
without it. You can’t go out trading without a System. A simple one based on the outline 
I discussed in this chapter will do. 


For starters, try to write down your Trading System and refine it from time to time. Here’s 
an example: 
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My Very Simple Trading System 


Set-Up 
I trade only breakouts. I scan the charts and look for consolidation or wait for the price of 
a certain stock to consolidate. 


Entry 

I wait for price to breakout from consolidation then I plan to enter 2 ticks above the 
consolidation price. My Target Price would be the nearest resistance in the chart and my 
Stop Loss Price would be below the breakout candle’s Jow. I make sure that I have at least 
a 1:2 Risk/Reward Ratio before I even consider entering the trade. It means that I’m willing 
to risk | point possible stop Joss for a 2 point possible profit. I usually make a market order 
(buying the Ask side) as a form of entry since breakouts are aggressive moves and I may 
be left out if I don’t buy the ask. 


Exit 

I place a sell order on the Ask side based on my Target Price and wait for price to reach it. 
If price goes in my favor and hits my Target Price, I will seal some profits, adjust my Stop 
Loss to a Trailing Stop, and let the rest run. If price doesn’t go in my favor, I am willing 
to scratch a trade if needed, to prevent larger losses. 


Real Life Sample Application 


Let’s take for example this CPG chart dated January 2013. 


CPG - Dally 1/4/2013 


Secondary TP at P2.40 


Primary TP at Pi.80 


Consolidation High of P1.54 


ma ‘Macia 





Figure 20-2. led Properties Group, Inc. CPG) Daily Chart: 2012-2013. 
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Based on “My Very Simple Trading System”, a breakout set-up is at hand. I see a 
consolidation after the previous downtrend and price is bouncing from P1.40 support to 
P1.54 resistance. 


The system tells me to enter at P1.56, which is 2 ticks above the resistance level, on the 
breakout candle. My Stop Loss Price is below the low of the breakout candle at P1.45 and 
my Target Price is the previous resistance of March 2012 at P1.80. 


CPG - Daily 1/25/2013 
Secondary TP at P2.40 


wee Pret rret ee ie er ee eos Pretererertet bebe EERE ESTEE ES ERE ERED EE EE SERED EE RETET ETON ETT ET ET TES EE RTS ET ET ET EET ET ETT ERIE ERIE ESET ETO ETERS ESTES STOTT OI OT SSS ETRE R ES ETRE RES EERE EERE EO EHE EEE LE EEE EEE EEE ERL EL LEL ELE LEE E OE EH HE eee Hat 


(Risk : Reward = 1: 2.2) 


Consolidation High of P1.54 


- oe 





Five days later on January 11, 2013, my Target Price of P1.80 has been reached. I seal 
half of my position and let the rest run. I trail my stop to P1.73 to protect the profits of my 
remaining position. My secondary TP would be the previous peak last February 2012 at 
P2.40. 


CPG - Daily 3/25/2013 


Secondary TP at P2.40 (+53%) 


oo eee teeta eet tet tert iterator toca ett tate tteretettetet ter eter et tetetirt tet trrtrrr eters fiero li orev i rite lier i rin titot trite etiterttitrt (it iret etitre roti  roterometerenrony [oy 


Primary TP at P1.80 (+15%) 





nn aS Tal Ay : Od Nee 


Figure 20-4. Century Properties Group, Inc. (CPG) Daily Chart: 2012-2013. 
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On Feb. 25, 2013, my secondary TP has been reached and | sell all my shares (Trailing 
Stops were adjusted as price moved in my favor but was not shown in Fig. 20-4). The trade 
was a complete success! The first half of the trade made a +15% profit and the second half 
is ahome run of +53%. But of course, not all trades are as perfect as this one. This is just 
a sample on how a systematic approach to trading works. 


The key to successful trading is consistent execution of a good trading system. The 
adjectives “consistent” and “good” are the operative terms. “Consistent” means that you 
are going to follow the same set of rules in your trading system every single time with no 
exception. “Good” means that the system do not need to be superb, complex, or 
extraordinary. A simple and logical system based on basic technical analysis will do as 
long as you execute the plan consistently. 


More Than Just Chicken 


You know a good business when you see one. Mang Inasal opened their first store at a mall in Iloilo in 
2003. And in 2010. Jollibee Foods Corp. decided that they have to buy this Chickenjoy rival. As of 2014, 
it is running 460 branches nationwide. 


What is so good about it? Mang Inasal primarily offers nothing more than (grilled) chicken, unlimited rice 
and (unli-hingi) sinigang-soup. That's it. No gourmet, nothing out of the ordinary. When you go to the 
counter, the only choice that you're going to make is basically the part of the chicken that you want. Not 
much of a menu to choose from. No complex combos or set meals. What you order is what you 
get...chicken inasal. 


So why is it so successful? It's because of their system. Anyone has access to chicken. Other restos 
could have offered unlimited rice if it would boost their sales. But Mang Inasal thought it first and they 
did it best. They were able to come up with a system that is effective, efficient and replicable. 


AFTERWORD 


Whenever friends and relatives ask me what I do for a living, I find myself hesitating to 
answer. For one, those who don’t have any idea about the stock market just give me a nod 
and an empty stare, while those who “know” how it works are quick to exclaim, “Wow! 
Big time!” I just let out a sheepish smile every single time because it is both arrogant and 
futile to expect people to grasp the essence of the stock market over small talk. I remind 
myself that in spite of my years of experience, there are still some times when I, too, 
question what I’m doing in the market. 


I wrote this book with high hopes of educating and empowering beginning traders because 
they are the most vulnerable. | remember how when | was younger, I easily got 
disheartened whenever I hear my colleagues discuss jargons. It’s as if they spoke in a 
higher language. I promised myself that I am going to decipher these codes, and when I 
do, I’m going to make the material accessible to anyone who sincerely aspires. 


So I congratulate you for your persistence in reaching the end of this book. Read it all over 
again if you have to. Take down notes, practice. Master it but be ready to accept that even 
experts make mistakes. And when you do, come back to The Trading Code and review 
what you missed out on. It is a beautiful cycle that you will learn to love! 


I want you to know that where this book ends, your journey begins. Mastering The Trading 
Code is one thing and living by it is another. There are some habits that you may want to 
develop in order to assure a financially fit career in the market. These pointers may help 
you strengthen your holistic approach to succeeding in this field. 


Your state of mind 


Your state of mind before, during and after a trade is very important to your overall 
performance. It is useless going to battle in complete gear but with an intoxicated or absent 
mind. Remember that every trade you take or every position you invest in can bring you a 
step closer or farther from your financial goals. If you feel that you are not in the proper 
mindset, then stay away from the market for the meantime. Otherwise, you may just be 
exposing yourself to unnecessary losses. Same goes when you’re done with a trade. Don’t 
let a very bad trade affect your state of mind outside of trading. Just learn from it and carry 
on. 


Your emotional extremes 


Now that you got a hold of The Trading Code, the game will no longer be just about what 
you know and what you don’t know. From now on, it’s going to be about how you employ 
all the things that you learned and how you play the game. 


Be a good sport. Don’t hold grudges against stocks. They haven’t done you harm. You 
won or lost because of your own doing. Don’t try to pull a revenge trade on a stock that 
you just lost in. Take a step back, watch from the bench and when your temper is cool, 
then maybe you can take a rebound. On the contrary, when a stock gives you so much 
earnings, don’t be a fool to think that your luck is pouring in. You may feel momentarily 
bountiful and go on a shopping spree on this stock only to be trapped in the next correction. 
Bottom line is, watch your emotions. They may lure you into doing uncalculated decisions 
that you'll later regret. 


Your spiritual well-being 
Aside from being badly ipit in a basura stock, when else do you pray? Enough said. 
Your physical welfare 


You may love trading as much as I do but let me tell you that trading is not everything. 
Try not to be too obsessed with the market to the point that you compromise your health 
and your family. A burning passion for trading is necessary but too much of everything is 
never good. A master trader is one who knows how to balance his resources - time, energy, 
and health. 


Your Testmanship 


Every transaction we do in the market is like a test, the difference is that instead of grades, 
real money is gained or lost. The days when you go to school unprepared for an exam are 
long gone. Well, they should be. 


You should prepare for every transaction like it’s your ticket to the pot of gold. Do your 
homework before every trade. You should already know which stocks you’re taking, when 
exactly you’re going in and out, and what to expect in the next few moves — this comprises 
your trading plan. Entering the market without a plan at hand is disastrous. 


Aside from your plan, prepare your tools, your software, your internet connection, your 
work place — all of these things contribute to your trading success. 


Your Social participation 


It is important to learn from other traders / investors too, whether through social media or 
in real life. It is a way to stay connected and up to date with relevant news and trends. A 
market community may also be a good place to learn new things and insights for free. As 
the saying goes, more heads are better than one. 


Although you should be picky and discriminating with the groups you join and the info 
you absorb. While groups and forums are meant to engage people in meaningful and 


educative discussions, we can’t discard the fact that there are entities who sometimes take 
advantage and exploit the community to their advantage. 


Ultimately, the experience in the market can sometimes push you to the edge. Put it simply, 
at the end of every trading day it is just necessary to have someone to relate with. 


Paying it forward 


If this book helped you in any way, let me ask you to do me a favor and pay it forward. If 
you have friends or colleagues who are into the stock market but can’t quite get it right yet, 
teach them what you’ve learned, give them The Trading Code. 
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ADX, See Average Directional Index 
Average Directional Index, 90-92 


BreakCheck™, 135 
Breakdown pattern, 179, 184 
Breakout pattern, 128 
Consolidation in, 128-129 
Volume spike, 131-132 
Criteria checklist, 135 
Entry, 150 
Exit, 151 
Target Price, 152 


Candlesticks, 2-6 
Channel lines, 

Plotting, 104, 

problems, 107 

Midline, 105 

as support & resistance, 125 
Chasing price, 237 
Countertrend trading, 172-178, 184 
Cup with Handle pattern, 219-223 
CwH, See Cup with Handle pattern 


Death cross, 53, 54 
Directional Movement Index, 90 
Structure, 90 
ADX, 90-92 
+DI & -DI, 91-92 
My settings, 91 
Trending & non-trending signals, 92 
DMI, See Directional Movement Index 
Doji, 4 
Double Bottom pattern, 204-208 
Double Top pattern, 211-214 


Exhaustion, 42 


Fakeouts, 232 
False breakout, 139 
Fib, See Fibonacci retracements 
Fibonacci retracements, 108 
My settings, 111 
Plotting, 111 
Extended Fib levels, 113 
as support & resistance, 125 


Ghostlines, 98-103 
Golden cross, 54 
Golden Flag™, 170 
Golden Pullback™, 169 


Half-Cup trade, 223 
H&S See Head and Shoulders pattern 
Head & Shoulders pattern, 194-199 


Inverse Head & Shoulders pattern, 199- 
204 


Lin chart, 95-97 
Log chart, 95-97 


MA, See Moving Averages 
MACD, See Moving Average 
Convergence Divergence 
Momentum candles, 6 
Moving Average Convergence 
Divergence, 
Structure, 58 
MACD line, 58-60 
Signal line, 59, 61 
Histogram, 59, 61 
My settings, 62 
Crossover signals, 67 
Divergence, 67 
Trendline construction, 68 
Price patterns in, 68 
Overbought & oversold, 69 
Moving Averages, 
Characteristics of, 48 
My settings, 48 
as trend identifiers, 49, 52 
buy and sell signal, 50-51 
as support & resistance, 55 
versus trendlines, 56 
My Very Simple Trading System, 260 


Non-momentum or weak candles, 6 


Price, | 
anatomy of, 2 
basic formations of, 4 
interpretation of, 5 
Price action, 
4 Stages of, 10-12 
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Pullback pattern, 
Classic, 155 
Flag, 155-156 
Entry and stop loss, 157 
First resistance and target price, 158 
5 criteria of, 158-159 
Checklist, 159 
PullCheck™, 159 


Range trading, 188-193 
Relative Strength Indicator, 
Structure, 71 
Overbought & oversold, 71, 73 
My settings, 72 
Invalid reading, 75-76 
Divergence, 77-79 
Trendline break, 79 
Price patterns, 80 
Risk management, 248-253 
Risk-Reward Ratio, 235-238 
RSI, See Relative Strength Indicator 


SAR, See Support and Resistance 
SAR-SOR™ trading, 172-193 
Saucer pattern, 224-227 
Selling in tranches, 235 
Shakeouts, 232 
Signs of Reversal, 15-35 
characteristics of, 15-16 
how to use effectively in trading, 17 
4 types of, 19 
Dragonfly & gravestone doji, 20 
Hammer, inverted hammer, hanging 
man, shooting star, 21 
Engulfing patterns, 24 
Harami patterns, 25 
Tweezer patterns, 26 
Piercing line & dark cloud cover, 27 
Kicker patterns, 28 
Morning & evening star patterns, 30 
Abandoned baby patterns, 31 
Three White soldiers and three black 
crows, 31 
Rising & falling three methods, 32 
Summary, 33-34 


Weak candles, 34 
SOR, See Signs of Reversal 
Stochastics, 
Structure, 83 
%K, 83 
%D, 83 
My settings, 84 
Crossovers, 84 
Divergence, 85 
Overbought & oversold, 84 
Extremes, 87 
Hinges, 88 
Stop loss, 228-231 
Rules in placing of, 228-229 
In breakouts, 229 
In pullbacks, 230 
In range trades, 230 
In trendline break, 231 
STS, See Stochastics 
Support and Resistance, 116 
Rules of, 117-119 
SAR list, 119 
Whole & half numbers, 120 
Previous high, 121 
Previous low, 122 
Previous consolidation, 123 
Moving averages as, 124 
Trendlines as, 124 
Channel lines as, 125 
Fibonacci numbers as, 125 


Target Price, 234 
Rules in determining, 234 
Trade Assessment, 238 
Trader, types, 254-255 
Trading Fees, 250 
Trading Systems, 253 
Composition of, 256 
Entry parameters, 257-258 
Exit parameters, 258-259 
Trailing Stops, 240 
Moving average as, 244 
Trendline break as, 245 
Trendlines, 


How to plot, 94 

Adjustments, 95 

Violation, 97 

as support & resistance, 98, 124 
Trends, 7-8 
Triangle patterns, 216-219 
Triple Bottom pattern, 205, 209-210 
Triple Top pattern, 211-212, 215 


Volume, 
8 rules of, 36-46 
Bearish divergence in, 37 
spike, 40, 131-132 


Waves, 8-9 
Whipsaws, 232 
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ABS, 85 

AC, 63 

ACR, 92 

AEV, 87, 170, 245 
AGI, 105, 173-178 
AGP, 140-141 
ALHI, 189 

ALI, 96, 102, 249 
AP, 53,219 

AT, 28 

AUB, 41 

BDO, 54, 111, 112 
BEL, 67, 105 
BHI, 73, 74 
BLOOM, 129, 136-139 
BPI, 24, 97, 101 
COSCO, 119 
CPG, 26, 260-261 
DAVIN, 223 
DMC, 38, 214 
DNL, 166 

EDC, 122 

ELI, 68, 129, 130 
EMA, 47 

EVER, 43 

FGEN, 53, 156 
FPH, 44, 199 
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GERI, 233 

GTCAP, 22 

ICT, 66, 168 

IMI, 88 

JFC, 226-227 

JGS, 125 

LC, 79 

LMG, 246 

LPZ, 120 

LR, 114 

LRW, 27 

LTG, 125, 179-183, 236 
MARC, 41, 76 

MBT, 56, 99, 208-209 
MEG, 39, 77, 118, 121, 160-164, 204 
MER, 25, 42 

MPI, 30, 55 100 
MWC, 191-192 
MWIDE, 120 

NIKL, 65 

ORE, 75, 123, 167 
PCOR, 46, 148-149 
PGOLD, 13, 45, 184-187, 232 
PIP, 35 

PNB, 78 

PSEi, 18 

PX, 79 

RCB, 78 

RFM, 37, 165 

RLC, 80, 234 

RRHI, 88, 188 

SECB, 40 

SLI, 87, 142-145 

SM, 124 

SMA, 47 

SMC, 44, 132, 133, 153, 171 
SMDC, 146-147 
SMPH, 124 

TA, 68, 106 

TEL, 7, 113 

TFHI, 92 

URC, 86 

VLL, 114 

ZHI, 228 
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Are you a beginning trader who has opened an account but is practically 
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seeking to improve your techniques and your profits? 


THE TRADING CODE is your key to unlocking the secrets of the chart. 
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Read charts and anticipate future movement of your stocks 
Use technical indicators that will tell you when to buy and when to sell 


UE eo) go) of -1 i nolo) MoM =t-1-1] \VM-) elo] 10] 0) ole) a mr-lale Ml c-s)i-18-1aler=) 


ee. 
A 
y 
4, Choose which set-ups to take and which to avoid 
Pom >-1a\-1i1mico)aamda\-may\(omae)(-Mig-lel[alefcc\ealal(e|0(-\-mo) mm Nal-Mlie-le| [ale ole 

4, Decode the popular patterns like Head & Shoulders, Cup w/ Handle, etc. 
“ Identify optimum Entry Price and Target Price 

, Use Stop Loss and Trailing Stops to protect your profits 


». Assess risk and reward using very simple techniques 


ie 


Come up with your own Trading System 
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investors. Discussion of over 300 illustrations and charts are centered 
around actual stocks in the Philippine Stock Exchange. It is the 
ultimate reference for the stocks you trade every day! 


The trading techniques and principles that you will learn in 
are simple, replicable, and effective in any time 
frame, any stock and any market. 
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